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National Defense Stockpile Goals Review

Attached is a copy of the draft Input/Output report of the
Macroeconomic Working Group for review and comment by your

agency/department.

Please circulate it to concerned officials

within your agency/department and provide one set of comments on
the report under the signature of an Assistant Secretary-level

official to the NSC Executive Secretariat by Tuesday, July 24.
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The Steering Group will hold a meeting at 3:00 p.m. on Friday,
July 27, in Room 208 of the 01d .Executive Office Building.
Please provide the name of your agency/department representative
to Cathy Connolly on 395-7350 by 4:00 p.m. Thursday, July 26, so
that we can arrange clearance into the building.

ol form ™

Robert M. Kimmitt
Executive Secretary

Attachment
TAB A Input/Output Report
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THE WHITE HOUSE
WASHINGTON Executive Registry
4 : 84- [36A/Y
CONFIDENTIAL Julyvl3, 198 ,
MEMORANDUM FOR THE SECRETARY OF STATE . -  (#NTC OO3U6Y
 THE SECRETARY OF THE TREASURY -3~3 |
. THE SECRETARY OF DEFENSE ‘ Eﬂg}' o4/
" THE SECRETARY OF THE INTERIOR £E4- 1240 +/ 14>
. THE SECRETARY OF COMMERCE NIC &4 -0023%

THE SECRETARY OF ENERGY .

THE DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

THE DIRECTOR OF CENTRAL INTELLIGENCE

ASSISTANT TO THE PRESIDENT FOR POLICY

- DEVELOPMENT

CHAIRMAN, COUNCIL OF ECONOMIC ADVISERS

CHAIRMAN, JOINT CHIEFS OF STAFF

ADMINISTRATOR, GENERAL SERVICES ADMINISTRATION

DIRECTOR, FEDERAL EMERGENCY MANAGEMENT AGENCY

CHATIRMAN, FEDERAL RESERVE BOARD

CHAIRMAN, EMERGENCY MOBILIZATION PREPAREDNESS
BOARD

SUBJECT: NSC Stockpile Goals Study Working Group Reports (U)

The President has reviewed the NSC Stockpile Study's working
group reports and agency comments on those reports. The
President has approved the reports (as presented in

Robert M. Kimmitt's April 11 memorandum) for use, as
appropriate,. for National Defense Stockpile planning and
related industrial preparedness programs to include Section
232 investigations. It is understood that subsequent work on
input/output analysis and other tasks will be incorporated
into the reports' findings when this information becomes
available. This data will also be subject to interagency
review. (C) - '

When the new stockpile goals are generated, an EMPB meeting
will be scheduled to consider them. (C)

FOR THE PRESIDENT: )/

Robert C. McF

CONFIDENTIAL
-Declassify on: OADR
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MEMORANDUM FOR: Assistant to the President for
National Security Affairs

SUBJECT: | National Security Council Stockpile Study--
Working Group Reports - :

My staff has reviewed and concurs in the general approach and
planning assumptions to be used for establishing national defense

stockpile goals and industrial preparedness p]anning.
18/ Wiliam J. Casey

William J. Casey
Director of Central Intelligence

“ﬁ"“_
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The Directot o &nlral Intelligence

Washington, D.C. 20505

National Intelligence Council

NIC #02345-84
16 April 1984

MEMORANDUM FOR: Director of Central Intelligence
Deputy Director of Central Intelligence

FROM: Maurice C. Ernst
National Intelligence Officer for Economics

SUBJECT: NSC Stockpile Study

1. I recommend that you sign the attached pro forma memorandum to
McFarlane, giving your concurrence on the planning assumptions of the
stockpile study prior to their consideration by the President.

2. The working group reports of the NSC stockpile study are an
improvement over the previous methodology used by the Federal Emergency
Management Agency (FEMA) in 1976 and updated in 1979. At the same time,
serious flaws remain:

-- Few think the war scenario used (a three-year conventional war
in Europe, the Middle East and Korea) is realistic, but in broad
terms it is mandated by Congress.

-- The wartime economic simulations were done on the Wharton
econometric model, which uses peacetime data and parameters.

-- Military programs are costed in terms of broad categories only;
direct and indirect import requirements are inputed using the
Wharton model.

-- There are data only on direct purchases by DoD; purchases by
defense contractors cannot be traced.

On the whole, the current study probably makes the best of a bad
situation, which will not improve until better data can be collected on
which to base serious mobilization planning.
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4. You may wish at least informally (for example, at your regular
weekly meeting with McFarlane) to raise your concerns about the broader
issue of US dependence on foreign sources, not only for minerals, but
also for key manufactures and technology. We may find that processing
capacity in key manufacturing industries will be potentially a more
difficult problem than minerals for future defense production planning.

5. I am told that the final stockpile recommendations are to be
discussed at a Cabinet meeting in about two weeks.

e

s » o e

Maurice C. EFnst

Attachments:
NSC Memo dtd 11 April 84
NIO Econ Memo dtd 11 Jan 84
Memo for DCI signature

~CONCUR?

tgence Bate
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Washington, D,C, 20506
Dear Nr, Levine:

1 an writing in regard to Macroeconomic Vorking Group's report in the
Stockpile Review Study,

We are conveying to the Working Group Chafrman, Mr, Lincoln Anderson,

an extensive set of cosments which we believe will de helpful in further
developing the work., At the moment we cannot concur with the report, -
dut we are optimistic that our differences can dbe resolved,

In the event some differences cannot be resolved, 1 anm prepared to .
discuss the problems with the appropriate person at the National Securty
Council, Gtven that 1 am not sn economist, and given that some of
these problems are of a technical as well as 8 policy nature, | would
plan to have Dr, DNouvalas P, Scott accompany me to such » meeting,

Ur. Scott s thoroughly versed in all aspects of the subject matter and
should halp speed such a meeting to a successful conclusion,

Sincerely,
. 516w
Bernard A, Maquire

Associate Director
fHat{onal Preparedness

Enclosure

cc: CF 1 N:
Lid
WP-DAD

AP -RP-IR &\/W)// | %&W

PauT K. (Krueger

Assistant Associate Director [

for Resources Preparedness
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FEMA CRITIQUE OF THE CEA/OMB MACROECONOMIC SCENARIO IM
THE MATIONAL DEFENSE STOCKPILE REVIEW

(C) This report recommends the use of 2 *saximum wartime Gross National
Product (GNP) growth® of 1,7-5.7 percent for 1983-86 in which the associated
unemployment rate declines from 10,2 percent in 1983 to 9 percent in 1984
before reaching 6.6 percent in 1986, Meanwhile, {nflation rises to the
12-22 percent range for 1983-85, Compared to 1983-86 peacetime forecasts
and other wartime simulations rejected by the Working Group, & minimum GNP
path (with maximum fnflation) 1s a more accurate characterization of this
war scenario because 1t appears that what is maximized is the economist's
*misery index" for the United States economy. The unemployment rates
developed are unprecedentedly high for all 20th century United States

wars, and do not seem to be consistent with a full mobilization three-front
scenario. In comparison, the World War Il unemployment rate for 194]1-44
declined from 9.9 percent to 1,2 percent, while real GNP growth ranged
between 15.4 percent and 16,1 percent in 1941.43, New labor supply groups,
women, and minorities, quickly were assimilated tnto the industrial work

! torce under high wartime demand pressures. Real GNP growth did slow to

* between 7-8 percent in 1940 and 1944, Inflatton averaged less than 6

percent in 1940-45 and never exceeded 10 percent.

LOW LABOR WARTIME PRODUCTIVITY AND THE LABOR MARKET 6LUT: LOW DEMAND
LICIES

(C) The GNP growth associated with the scenarfo's low wartime employment
levels are lower than unconstrained estimates produced by the Wharton
model. The results contain the effects of exogenously adjusting downward
29 SIC 2-digit production functions in the Wharton model by amounts implying
that the Wharton model's wartime labor productivity gains were too high,
Labor productivity rose more in 1950-51 (Korea) and in 1965-€7 (vietnam)
than 1s assumed for the entire 1983-86 wartime period. A static 1983-86
labor participation rate and a sharp wartime increase in fnflation from
12-22 percent fn 1983-85 are the result of low demand pressure policies
that restrict capital formatfon by permitting real interest rates to rise
to 18 percent. The 1970's taught us that such low demand pressure policies
are not the appropriate means of mitigating OPEC ofl supply disruptions
and their negative balance of payments effects. Such policies do not
provide an efficient short-run {nflation-GNP growth tradeoff appropriate
for this World War II type of scenario, Other Wharton wartime simulations
featuring DPA and tax investment {ncentives permitted much less consumer
austerity while achieving 2 percent unemployment with less {nflatfon, Low
demand pressure policies do not test, but make self-fulfilling, the 1970's
theory of changing labor structure causing full employment to occur at
higher unemployment levels, In fact, the new labor supply sources of the
1970's first appeared in World War 11, The same theory predicts full
employment at falling “natural® unemployment rates fn the 1980°'s,

SFCRFT B
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(C) The scenario does not achieve full employment, however defined, even by
the third year of this three-front war. Unrealistically low wartime demands
on labor (despite negative productivity adjustments) prevent labor supplies
from constraining output in this large war scenario. Yet labor demands are
not increased to reflect the Working Group's “double-shifting" of labor
hypothesis. No war manpower policies are introduced. “"Double-shifting"

of labor should increase the labor participation rate. Part of the answer

as to why there are no wartime labor shortages lies in the scenario's very

Tow levels of defense wartime expenditures and manpower compared to those
needed to actually achieve victory in this EMPB war scenario. Military
spending approaches only 20 percent of GNP in 1986, but it exceeded 45 percent
in World War II, although capacity bottlenecks appear to be serious throughout
many manufacturing durables sectors. Three times as many personnel were

under arms in World War II than in this five million man scenario, but United
States casualties apparently are much higher in this war: the United States
military force increases 1.15 million while 3.9 million are drafted in 1984-86.

(C) These inconsistent results appear to reflect the results of varying
assumptions and policies imposed on the Wharton macroeconomic model. "The
effect is to exacerbate the pro-inflation and anti-GNP growth impacts of
foreign oil supply losses. The model simulations constrained United States
energy consumption to 67-69 quads throughout the war and did not employ
nonprice rationing or energy controls to quickly and dramatically shift the
United States' energy consumption toward the industrial sector and away from
Tow wartime priority residential and auto uses. Many of the results achieved
were not derived from the model, but were instead the consequences of the
use of an extensive list of exogenized variables. No policy instruments
were cited as the basis for the achievement of these results (even when
instruments were available).

TOO MUCH CONSUMER AUSTERITY

(C) We believe consumer austerity should be required only to the extent necessary
to free specialized materials, capital, and skilled labor required for the

war economy. Additional austerity detracts from wartime work incentives and b
morale. General consumer austerity need not be imposed before full employment,

is reached. In the scenario, an operative constraint on more credible (1e€0y & )
higher) levels of employment and capacity utilization is the unneeded unnecessarily
high level of civilian austerity imposed by preset levels of: (a) automobiles .
(i.e., zero); (b) housing (10 percent of capacity); (c) gasoline consumption
expenditures; (d) savings rates; and (e) energy prices. Excise tax variables /¢

in the Wharton consumption equations could have reduced consumption somewhat
while reducing the $366 billion Federal deficit. No specific policies can .

be identified that move the wartime personal savings rate to 4.5-4.8 percent. .
Savings rates are kept constant despite extensive changes in the wartime real
interest rates.

SECRET
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(C) Stince consumer dissavings eccurred in many mode) simulations, presetting
of the savings rate is tantamount to an unexplatned large downwerd shift

In the Wharton permanent income comasumption function for all ether good

on top of the arbitrerily forced downward shifts fn auto, housing, and
gasoline demand. Austerity 18 not meeded 1n consumer mondurables (except
o11) and services: no resources there are required by the war economy.

If anything, other consumer goods demands should arise in substitution for
unavailable autos, houses, and gasoline, Consumer demands should rise as
war-swollen {ncomes become permanent rather than transitory {ncome as they
perceived that war will persist beyond the 4.year war hortzon, Additional
disposable income is avaflable for spending elsewhere, since wartime prices
for each type of housing were frozen because rising housing relative cost
trends apparently were mistaken for luxury wartime housing.

EXPORTS AND NOMDEFENSE GOVERNMENT SPENNING ARE DRASTICALLY REDUCED

(C) The study did not use the model's available export and import
equations, Instead, values were preset for all categories of exports and
imports for 1983-86. Exports were cut more sharply than imports despite
extensive United States military aid conmitments to allies. Unprecedented
foreign energy shortages and extensive war losses of plant, equipment, and
manpower abroad should have caused greater {mport reductions, especially

in 1983-84, Llarge current account trade deficits ($45-$97 bi111on) result
from optimistic presetting of uncontrollable tfmport variables, It 1s
possible that capital account financing of this deficit tn terms of foreign
{nvestment and Yoans may not be available tn wartime,

(C) Wartime spending by state and local governments (STL) s not a directly
controllable policy variable. However, 1n the study STL government
expenditures by category are all preset and feature 1986 cuts between 7

and 31 percent below modest 1982 Yevels. Likewise, STL employment {s cut

12 percent. Nondefense Federal government spending {s assumed to be one-half
of Wharton peacetime expenditures by 1986, Similarly, all Federal transfers
are preset and assumed to be cut 22-58 percent below 1982 levels, Even
spending on veterans' benefits are cut 39 percent during the war., This
austerity seems disproportionate to the modest military bufldup and does

not remove demand pressures on manufacturing durables and war fndustries.
The massive Federal government deficit could be more quickly and efficiently
reduced by high demand pressures resulting in higher tax payments and

fewer unemployment based welfare handouts,

INVESTMENT SECTOR NEGLECTED: CAPACITY BOTTLENECKS THROUGHOUT THE
BASE

(C) wartime brings major shifts in {ndustry demands for capital and labor.
Unfted States capacity utilfzation already averages 80 percent. Overall
durables production grows almost 50 percent during the war while many
{ndustries double output rates. The Inflatfion rate and the sectora)
pattern of wartime inflation reflects major capacity bottlenecks in

the mobil{zation industries. Unfortunately, capital s mors Industry-
specific than 1s labor. The excess capacity of 90 percent in the housing

SECRET
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fndustry cannot be transferred to the war industries. The study did not
contain adjustments upward to the automebile production {adex for wartime
conversion, This would have permitted the replacement of civilian demand by
military track vehicle demands, mor was there any apparent attespt to solve
this bottleneck situstion, While these problems are assigned to the energy
shortage, the real bond interest rates (Moody's bond rate minus ENP deflator
Ynflation) were allowed to jump to 18 percent by 1986, Criticism of the
Wharton investment equations for a static monresidential fixed fnvestment
profile of wartime spending seems unwarranted 1n this {nstance, Manufacturing
durables iavestment during the 1983-86 war period averages less than 1080-82.
Rising inventory investment levels are necessary Just to keep gross {mvestment
constant throughout the war,

(C) The study fnaccurately characterized the Wharton 56 neoclassical-accelerator
{ndustry investment equations as inadequate without ever exercising any of

the fnvestment policy levers available in the model to alleviate wor tndustries’
capacity bottlenecks. The finvestment equations permit {ndustry-specific
changes in tax credits, deprecfation schedules, tax Yives, and tax rates.

The study utilized mo investment tax of preferential credit incentives for

the war $ndustries to build up their mobiltzation base in the warning year

and early in the war, There is no DPA spending for the massive mobilization
expansion reauired, including the materials industries' capacity expansion
contrary to the sssumptions of the Materials Supply Working Group and other
NSC Stockpile Study Comeittees, The tnvestment demands from 3 "crash® DPA
spending program could mitigate the dysfunctional civilian susterity policies
responsible for very high wartime unemployment path for 1983-86, DPA capacity
expansion could mitigate the 12-22 percent wartime inflation rete of 1983-85
by relfeving excess "demand shift"® inflationary pressures on mobilization
industries' capacity. An annual DPA investment program of more than $100
b1111on, starting in the warning yesr and targeted at mobflfzetfon {ndustries
capacity expansion, in combination with investment tax {acentives as war
tndustry specific tax credits, tax life reductien, and repid amortization of
war plants would be necessary to handle realistic wartime demand pressures

on tndustrial capacity. Such tax incent{ves would reduce the effective
corporate income tax rates for mobilization industries to encourage their
differential capital formation, The study doubles the effective corporate
tax rate to 52 percent, while individual income tax rates incressed only 3%
percent during the war (to 16 percent),

INCOME DISTRIBUTION DISTORTER

(C) Profits continually rise from 6.7 percent of GMP {n 1982 to 14,6 percent
by 1986, Organized Tabor may mot support the war effort wholeheartedly with
such high wartime profits, when labor's ghare of EHP falls from 76 percent
to 70 percent, MNonoperational cosmetic "addfactoring®*/ of endogenous

s/ Addfactoring is the act of manually adjusting a model's output when one
doesn't 1ike the results produced by the model, Endogenous variables
are those whose results are "solved for" simultaneously {in the model,

SECRFT
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distridution varifadles accentuates this trend, For exasple, $108.8126
b1111en anmually 13 added to 138486 aomwage facome, State end lecal
intersst payments are preset. Capital conswmption sllowsnces are eddfactored
$30-64 bi1Vfon 1n 192386 while the {nvestory valuatien adjustment {s
fncreased £40.350 Di1lien fn 1904.85, apparently fer cosmetic redsons,

These are rot functienally related to wertise tax changes and impact on

the relationship betwesr book profits and economic profits, There remsins
an Yaexplicadle $71-$129 Bi114on megative fnventory valuation adjustment

tn 19P3-85. Use of wartime fnventory credit ceatrols by the Federal Reserve
Yike those in past wars designed to prevent speculative hoarding could
eliminate this prediem,

ENERGY SECTOR: A NIXTURE OF MARKEY ASD COMMAND ECONORY

(S) Persian Gu)f petrolesm capacity lesses snd tha OPEC price setting
(t.e., price leadership) OFS mode! were adapted to determine: 1) @
preferred wartime price; 2) U.S. production; an¢ 3) an import quantity
profile for otl, all to be simultanecusly submitted to the Wharten model,

" o mode! or market was used to consistently determine other energy

prices or the respective censumption and production levels, These )
were pradetermined rather than solved for by the Wharten model, As & -
consequence, market-based {nterfuel price differentials are {gnored as
011 prices increase drasticolly compared te other forms of energy.

There is very little market-bosad consumer substitution of the cheaper
energy forms or producer axpension of existing or nergy productien
gources. Likewise, mon-0ll energy imports are not ponsive to United
States energy market prices, far above controlled enrergy prices existing
throughout the rest of the wartirme world. The Enerqgy Working Greup
overrode the Mharten model's energy demend, supply, end fmport price
slasticities by presetting en a peacetime structurs) basis most enerqy
consumption, production, snd tmport levels, soretimes via maximus or
sinimun constratints. Ia possing, we note with curfosity the applicadility
of an OPEC-Dased model when most of that region {s in the war zene,

(C) WMo energy output except coal 1s left completely unconstrained to
respoad to the Emergy Working Group's arbitrary spectrum of energy

prices, predeternined fnstead of detng solved by the Wharton aodel,

Vartime coa) prodvction exhibits ac wartime growth, but exhibits an

erratic wartime pattera in which production never exceeds 1982 levels,
muclear, other geothermal, snd hydroelectric capacity wtilization

output rates of 53, 65, and 43 perceat, respectively, were predetersined by
the Energy Working Group for the entire war at stable production levels
which showed no seasttivity to efther drematically rising energy prices,
wartise naticnal energy pelicies, or the energy shortage crisis hypothesized
for the Unfted States sconomy ia this war scenarie, Likewise, meturs)

gas fsports and production were predetersined at comstant *reasonable”
peacatime standards of what wes feastdle (e.g., 20 percent maximum growth wp
to & maxfmum United States matura) gas preduction of 20 trillion cubic

feet regardiess of the mstural gas price). Output of nstural gas Viquids
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were preset at 1.5 mmbd for 1983.86, Consumption of matura) gas by utilftfes

wis {ncressed, but laft undisturbed were preset peacetime energy consumption
Tevels of ofl, gas, end electricity in petroleur refining, of1 and gas wining,

and electric utilitfes. Wartime coal and matural gas's share of electricity
generation increases 3-4 parcent, but much greater goins are likely os electricity
generation plants substitute away frem of! which quadruples in real price.

(C) Despite the o1l price runup, the Energy Working Group apparently assumed
natural gas prices remain controlled until 1985, Imported natura) gas prices
were set at six times the domestic 1984 gas price, which does mot appear to be

8 characteristic of an efficient gas market, The real price of gasoline 1s preset,
but s allowed to decline ence the war starts, Western coa) prices are assumed
to remain 43 percent of Eastern coal prices, dbut real prices of both are preset
to decrease by 5 percent over the war, At the same time, ample United States
coal productive capacity 1s left wnutilized throughout the war. Is coal produc-
tion not profitable at the assumed prices? Perhaps real cosl prices and demand
should have been modelled to rise substentially during the war in accordance
with coal's energy substitution response to rising petroleum, natural gas, and
other energy prices as well as rising wartime energy demands.

(C) The Wharton {nput-output price dual was not allowed to endogenously
determine sectoral {industry or consumer final demand energy prices consistent
with the Energy Working Group's domestic and {mported producer prices. The
consumer gasoline demand response to these higher prices is determined by the
Energy Working Group, rather than by the of1 demand equatton,

'gngLUSlON: TOO SMALL A MARTINE ECOMOMY TO SUCCESSFULLY PROSECUTE THE
R

(C) The low level of the wartime economy posited for this scemario is
unfque--we belfeve it 15 too Yow to ensure U.S. military victory and full
civilian support of the war effort, The U'.S. peacetime performance tn 19P3

and 1984 far outstrips this *maximum growth war economy.® Ideally, a1l defense
programs should use the same war scenaric so that resources can be spent on

esch defense program to the point of equal marginsl return., It 4s fnefficient
to fnadvertently model & small high risk stockpile while establishing low

risks elsewhere in defense spending. But, by DOP stipulation, this war scenario
fs not to be used for any defense program except the Mational Defense Stockpile
study. The opportunity costs of this unique war scenario strategy are not

made manifest, Unlike prior FEMA simulations, the study methodology di¢ not
first provide for sfwulations of the wartime economy fn an unconstrained fashion
to determine the GNP levels and distributions most 1ikely to sucessfully prosecute
the war, Then energy, meterials, and other constraints should have been added
one at a time to determine thetir wartime “opportunity costs® in terms of wartime
output Yost and consegquent higher war risks of not achieving wartime victory.
Decisfonmakers then could compare these costs and risks with the earlier and
more certain costs of asugmenting the ofl and materials stockpiles to prevent
these wartine risks.
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(C) The study has tmmediately modelled a worst-case energy shortage combdined
with policies that exacerbated energy and capita) problems while fmplying

no labor wartime planning was needed, Previously, the war scenario did

not constrain saterials and energy stockpiles, An energy shortage scemario

was not perceived to be the typical war scenario for the Strategic and

Critfcal Materials Stockpile. The stockpile consequences of this new energy
shortage scenario are to reduce stockpile goals below those needed to

fight the major conventional wars we believe DOD 1s planning for in its

other programs, A lower risk strategy fnvolves tncreasing the ofl stockpile
sufficiently to greatly reduce the wartime risks suggested by this scenario.
Enerqy would be stockpiled in quantities sufficient to eliminate a large

portion of the estimated wartime energy shortfall between supplies and
consumptfon necessary to preduce 3 Yarge enough wartime GNP to reduce war Yoss
risks to tolerable levels. The current budget costs of such an augmented energy
stockpile need to be compared with this scenarfo's much greater wartime costs
and risks before this scenario {s accepted as 2 basis to reduce stockpile goals,

SECRET
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NATIONAL SECURITY COUNCIL

T e e 2909
HYASHINGTOM, D.C. 20506 . Yo e i
‘ &@m. eﬁj,dy
April 11, 1984 Hi- 1352 | 2.

SECRET

MEMORANDUM FOR

MR. CHARLES HILL
Executive:Secretary.

‘Department of State

MR. CHRISTOPHER HICKS
Executive Secretary

Department of the Treasury .

COL. (P) JOHN STANFORD
Executive Secretary
Department of Defense

MR. RICHARD MORRIS

Executive Assistant to
the Secretary
Department of the Interior

' MS. HELEN ROBBINS

Executive Assistant to the
Secretary
Department of Commerce

MR. WILLIAM VITALE
Executive Secretary
Department of Energy

MR. ALTON KEEL v

Associate Director for
National Security and
International Affairs

Office of Management and Budget

SUBJECT:

MR. THOMAS B. CORMACK L/////f

Executive Secretary
Central Intelligence Agency

MS. JUDY JOHNSTON
Director of Administration
Office of Policy Development

MR. WILLIAM NISKANEN
Member, President's Council
of Economic Advisors

"BRIG. GENERAL GEORGE A. JOULWAN

Executive Assistant to the Chairman
Joint Chiefs of Staff

MR. GERALD CARMEN

‘Administrator

General Services Admlnlstratlon

MR. LOUIS O. GIUFFRIDA
Director, Federal Emergency
Management Agency

MR. CHARLES SIEGMAN
Associate Director
Federal Reserve Board

MR. FRED J. VILLELLA
Secretariat, Emergency Mobilization
Preparedness Board

. : n r?* ',... -
SECRET f:;;—;
DECT. AQQTFV ON-  ONOANR -

Agency Comments on the NSC Stockpile
Study's Working Group Reports (U)

National defense stockplle goals and industrial preparedness plannlng
are currently rooted in assumptions and procedures of the previous
Administration. In July 1982, President Reagan signed NSDD-47 which
established general principles for mobilization preparedness and
directed a thorough review of mobilization related programs and
policies. 1In May 1983, the Joint Chiefs of Staff transmitted wartime

"planning scenarios which were adopted by the Emergency Mobilization

Preparedness Board (EMPB). (U)
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Since June 1983, the Natiomal Security Council has chaired an inter-
"agency group to undertake a comprehensive review of the National '
Defense Stockpile and associated issues involving the Mobilization
Preparedness Industrial Base. The Assistant to the President for

. National Security Affairs approved the wartime scenario involving full
mobilization and the Secretary of Defense has provided estimates of
DOD wartime expenditures. All working group reports have been
approved at the Assistant Secretary level by those agencies and
departments involved in the study, as planning factors for the
stockpile and the related mobilization preparedness base. The
Stockpile Study recommendations have been endorsed by the Assistant to
the President for National Security Affairs and, upon receipt of
Secretarial comments, will be forwarded to the President for review
and approval. (U) '

Attached are the EMPB wartime scenario adopted by Judge Clark for
planning for a one-year mobilization three-year war (Tab A), and the
defense expenditure estimates provided by Secretary Weinberger for
this scenario (Tab B). Also attached are copies of the final reports
of the working groups on shipping loss factors (Tab C), wartime
reliability of minerals exporting nations (Tab D), the U.S. GNP
planning level (Tab E), energy {(petroleum) supply and price
projections (Tab F), and domestic and international minerals supply
which were derived from the wartime scenarios and defense expenditure
estimates (Tab G). - These reports made the following recommendations:
(U)

Scenario’

The scenario (based on EMPB Scenario 3A) assumes full mobilization for
a three-year war following a one-year warning. The maximum force
level is about 5 million men with theatres of combat in Europe, the
Middle East and Korea. (S) _ .

Previous Presidential guidance in the 1976 Stockpile Study envisioned
two theatres of combat with maximum forces during the three-year
planning period of less than 4 million men. (S)

Defense Expenditures

The Secretary of Defense endorsed a wartime defense expenditure
pattern which reaches a peak of $737 billion (1983$)*, a 310% increase
over the 1982 level of $179 billion. The SecDef has stated that DOD
is undertaking a thorough review of defense requirements under
Scenario 3A. DOD has advised the NSC that the current data are the
best 'available and are suitable for policy decisions until the
longer-term DOD study is completed. The longer term DOD study is
expected to be completed in about eighteen months.

The 1976 stockpile study selected wartime expenditures which peak at
$597B. (S)

* The above defense numbers have been converted from 1972
dollars with 1972 dollars being used in the actual study.

SECRET ; T .
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Wartime Reliability of Mineral Exporting Nations

CIA, State, and DIA undertock a comprehensive review of the.

reliability of wartime supplies from 26 major mineral exporting 25X6

nations. They considered political reliability and vulnerability to
sabotage under the scenarios, and they determined that 13 nations are

highly reliable for military and civilian needs, eight are fairl
reliable for civilian needs only, and five -:[i:::g:::*::::::fj
are unreliable. (S) 25X1

on a 1979 probability scoring model *y\ﬁ¥\\*¥\\*¥“¥\\ﬁ¥\\ﬁ]

Present stockpile goals approved by the last Administration are based

GNP Planning Levels

The CEA-Treasury-OMB Working Group undertook a series of simulations
of the wartime economy under Administration economic policy
assumptions. They estimated that, even with substantial petroleum
shortages, the wartime economy could grow at an annual 5% rate,
sufficient to produce defense output and to meet civilian needs. (U)

Present stockpile'goals are premised on assumptions of lower defense
spending and a robust civilian wartime expansion with high levels of
personal consumption. (U) '

Energx

CIA,AﬁOE, FEMA, DOD and OMB comprised the Energy Working Group. The
EMPB scenario envisions a major disruption of petroleum. supplies from

‘the Middle East because of military activity. The Energy Working

Group has estimated that petroleum prices would rise substantially
throughout the scenario with resulting adverse impacts on
oil-consuming nations. For the U.S., the petroleum loss would be
partially offset by increased production of other fuels. ()

Present stockpile goals are based on different assumptions that oil
prices rise very little throughout most of the war from peacetime
levels. (U) :

Domestic and International Material Supply

The Bureau of Mines has provided estimates of possible wartime
supplies of the most significant stockpile commodities. They have

also estimated the likely domestic production increase from concerted
Act in the Korean War. (U)
Present stockpile goals assume that government demand for critical

minerals and concerted DPA programs will be unsuccessful in bringing
on required new capacity. (U)

e ErIAR . s R
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A Navy, 0SD, JCS, FEMA, OMB Working Group reviewed recent assessments
of likely wartime damage to commercial shipping under the EMPB -
scenario. The conclusion of the group was that given 'the
Administration's naval rearmament program, sea lane attrition losses
would be comparable +o the overall World War II loss level of 3%, with
ecoromic shipping experiencing even lower losses. (§) :

Yy 2% of each raw material destined for civilian consumpticn would
1 be lostwat sea, while 100% of the Same material destined for producing
’ military weapons would be lost. (U) S

} . The previous mobilization planning study made the assumptions that
nly 1-

to the above studies which have been received from Assistant '
Secretary—level officials of concerned agencies. The attached reports
represent the most significant planning assumptions to be used, as
appropriate, for the stockpile and related industrial preparedness
brograms and investigations. The reports will be forwarded to the _
President with the recommendation that they be adopted for appropriate
federal mobilization pPlanning activitijes. Please provide comments and
Department positions on- each working group report for Presidential
consideration not later than four working days from the date of this
memorandum. Department comments should be at the Secretarial level.

- Final Stockpile Goals will also be sent for Secretarial comments
before_being'forwarded to the President. (U)

R8Ty,

" Robert M, ﬁimmitt
-Executive Secretary

Attachments :
‘ Tab A EMPB Wartime Scenario :
| "Tab B Defense Expenditure Estimates
| " Tab C Shipping Loss Factors
| Tab D Wartime Reliability of Minerals Exporting Nations
| . Tab E U.S5. GNP Planning Level
| Tab F Energy Supply and Price Projections
Tab G Domestic and International Minerals Supply
f
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- WASHINGTON. D.C. 20308 /
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CONFIDFNTIAL e 'A‘ kq 304/ [
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MEMORAI/DUM FOR
MR. CH.\RLES HILL - MR. THOMAS B. CORMACK ‘'
.Execut ive Secretary Executive Secrdtary SETRNIND
"Departiint of State Central Intelligence Agency
.MR.. CH). ISTOPHER HICKS s e MGy JUDY GOHNSTGN o
Execut ve Secretary Director of Administration
.Depart. ~nt of the Treasury ru-m-0£f1ce of 9°lxeywnevelopment .
..COL. () JOHN STANFORD " “‘! li.MR. WILLIAM-NISKANEN T R
~ Execut ve Secretary . o Member, President's Council
_~ bepart: »nt of Defense "l ieeen-- - 0f Economie -Advisory - -
MR, RI!!IARD MORRIS . .. BRIG. GENERAL.GEORGE A.-JOULWAN
“Execut - ve Assistant to Executive Assistant to the Chairma
the . cretary .. .. Joint Chiefs of .Staff

. “ Depart: ¢nt of the Interior
..MR. GERALD CARMEN

MS HE: .EN ROBBIRS ddministrator
. ..swi Execut ve Assistant to ~__ _ Genperal Services Administration
“the !'ecretary
Departmont of Commerce . ==~ MR, LOVIS O. GIUFFRIDA . ...
R ' Director, Federal Emergency
MR. WI: LIAM VITALE Management Agency
Execut i ve Secretary
Department of Energy MR, CHARLES SIEGMAN
‘ . Associate Director
MR. AL''ON KEEL Federal Reserve Board
Associ.ite Director for
Naticnal Security and MR. FRED J. VILLELLA
- Inte:national Affairs Secretariat, Bmergency Mobilizatic
Office of Management and Budget Preparedness Board

SUBJEC'T: Minutes of the March 20 and 27, 1984 Stockpile
Steering Group Meetings (U) -

The Strering Group reviewed the reports of the working
groups on Energy, Macroeconomics, Domestic Materials Demand,
Shipping, and Internatlonal Supply/Demand Balances and acted
as follows: (U) . e -

j’Energz . ' .

The encrgy report, with changes discussed by WOrking Group . .
Chairm.n, was adopted for stockpile planning and will be

i
Lo

_”ueincorporated into the final report. (U) .
N | Ak
CONFIDINTIAL CONFIDEN"M_ ST -
DECLASSIFY ON: OADR RS é’;%/
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Macroe: nomics

The mac:oeconomic report, with changes discussed by the
Workin« Group Chairman, was adopted for stockpile planning
and wiii be incorporated into the final report. It was
noted t at the structure of civilian GNP could be altered as
approp: iate in subsequent 1/0 analyses of wartime investment
(which 'ill also partition the wartime economy into tiers
for pl: ining purposes). It was also agreed that the macro
report 'ould note that future research will be completed by
DOD on he capacity expansion capability of indubtrial
sectorn producing DOD materiel. (U} : C T

The St¢ ring Group Chairman considered concerns by the

Depart: 'nts of Defense and Commerce that the current defense
expend. ure patterns and derivative civilian ecohomic Bl
projec: ‘ons may not accurately estimate national security
demand. The Steering Group Chairman said that a*frevious
memora: 'um from the Secretary of Defense stated thHat "the ©il
data c. ' be used to develop policy recommendation¥’ for the
stockp e pending completion of the ongoing DOD initiative

to quai' ify defense mobilization requirements.® - The Group: s/
agreed hat the Secretary of Defense's expenditure date of ' - -
2/15/8 would be used. ' The Steering Group agreed that the
expend: ures are the best available and are appropriate for
use in ection 232 investigations (new DOD expenditure
patter: : are expected to be completed in about 18 months) .
The St: 'ring Group Chairman made the point that changes in - -
stockp. !e sales and acguisition patterns resulting from this
study * :11 have to receive special consideration at the
highesi policy levels at concerned agencies in order that ™
change: in stockpile sales and purchases reflectidppropriate
donmesti.- and foreign policy considerations. The Steering
Group « jreed.that consideration of these-types of*concerns
was out :ide the purview of the preSepﬁ‘eXéréiséQ*ﬁ?C)

Domest : Materials.bemand

The re; 'rt was adopted as drafted for incorporation into the - -
final ) '‘port. FEMA has agreed to implement the réport's
recomm: :ded changes in a timely fashion in order that the
overali study be completed by the end of April. - (U) '

Shippir ; Availability and Sea Lanes Attrition

The re; ‘rt was adopted as drafted for incorporation into the
f,i}'la‘.,l ) »port. (u) : L . R e For

[P

Intern: ! ional Supply/Demands Balance

fhé”fe;»rt was considered by the Steering Group and a

meetin: was scheduled to discuss DOD methodological e
éoncerni. The yYeésults of those .discussions’ willi be
IS BESTS of « TR AT L ST B A -
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present ‘3 at the next Steering Gtoup meeting wbei“the report
will be considered for approval and adoption. (U)
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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

March 30,

CONFIDENTIAL

MEMORANDUM FOR

MR. CHARLES HILL
Executive Secretary
Department of State

MR. CHRISTOPHER HICKS
Executive Secretary
Department of the Treasury

COL. (P) JOHN STANFORD
Executive Secretary
Department of Defense

MR. RICHARD MORRIS
Executive Assistant to

the Secretary
Department of the Interior

MS. HELEN ROBBINS

Executive Assistant to
the Secretary

Department of Commerce

MR. WILLIAM VITALE
Executive Secretary
Department of Energy

MR. ALTON KEEL

Associate Director for
National Security and
International Affairs

Office of Management and Budget

1984

MR. THOMAS B. CORMACK
Executive Secretary
Central Intelligence Agency

MS. JUDY JOHNSTON
Director of Administration
Office of Policy Development

MR. WILLIAM NISKANEN
Member, President's Council
of Economic Advisory

BRIG. GENERAL GEORGE A. JOULWAN
Executive Assistant to the Chairman
Joint Chiefs of Staff

MR. GERALD CARMEN
Administrator .
General Services Administration

MR. LOUIS O. GIUFFRIDA
Director, Federal Emergency
Management Agency

MR. CHARLES SIEGMAN
Associate Director
Federal Reserve Board

MR. FRED J. VILLELLA
Secretariat, Emergency Mobilization
Preparedness Board

SUBJECT: Minutes of the March 20 and 27, 1984 Stockpile
Steering Group Meetings (U)

The Steering Group reviewed the reports of the working
groups on Energy, Macroeconomics, Domestic Materials Demand,
Shipping, and International Supply/Demand Balances and acted

as follows: (U)

Energy

The energy report, with changes discussed by Working Group
Chairman, was adopted for stockpile planning and will be
incorporated into the final report. (U)

CONFIDENTIAL

CONFIDENTIAL
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Macroeconomics

The macroeconomic report, with changes discussed by the
Working Group Chairman, was adopted for stockpile planning
and will be incorporated into the final report. It was
noted that the structure of civilian GNP could be altered as
appropriate in subsequent I/O analyses of wartime investment
(which will also partition the wartime economy into tiers
for planning purposes). It was also agreed that the macro
report would note that future research will be completed by
DOD on the capacity expansion capability of industrial
sectors producing DOD materiel. (U)

The Steering Group Chairman considered concerns by the
Departments of Defense and Commerce that the current defense
expenditure patterns and derivative civilian economic
projections may not accurately estimate national security
demand. The Steering Group Chairman said that a previous
memorandum from the Secretary of Defense stated that "the
data can be used to develop policy recommendations for the
stockpile pending completion of the ongoing DOD initiative
to quantify defense mobilization requirements." The Group
agreed that the Secretary of Defense's expenditure date of
2/15/84 would be used. The Steering Group agreed that the
expenditures are the best available and are appropriate for
use in Section 232 investigations (new DOD expenditure
patterns are expected to be completed in about 18 months).
The Steering Group Chairman made the point that changes in
stockpile sales and acquisition patterns resulting from this
study will have to receive special consideration at the
highest policy levels at concerned agencies in order that
changes in stockpile sales and purchases reflect appropriate
domestic and foreign policy considerations. The Steering
Group agreed that consideration of these types of concerns
was outside the purview of the present exercise. (C)

Domestic Materials Demand

The report was adopted as drafted for incorporation into the
final report. FEMA has agreed to implement the report's
recommended changes in a timely fashion in order that the
overall study be completed by the end of April. (U)

Shipping Availability and Sea Lanes Attrition

The report was adopted as drafted for incorporation into the
final report. (U)

International Supply/Demands Balance

The report was considered by the Steering Group and a
meeting was scheduled to discuss DOD methodological
concerns. The results of those discussions will be

CONFIDENTIAL CUNF \DENT \ AL
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" CONFIDENTIAL

presented at the next Steering Group meeting when the report
will be considered for approval and adoption. (U)

Robert M.tkimmitt
Executive Secretary

CONFIDENTIAL CUNHDENT\AL

Sanitized Copy Approved for Release 2011/06/22 : CIA-RDP87M00539R002303710009-4




STAT
Sanitized Copy Approved for Release 2011/06/22 : CIA-RDP87M00539R002303710009-4

0\0

<

Next 1 Page(s) In Document Denied

Q“’&

Sanitized Copy Approved for Release 2011/06/22 : CIA-RDP87M00539R002303710009-4



L R
¢« Sanitized Copy Approved for Release 2011/06/22 : CIA-RDP87M00539R002303710009-4

»

2116

CNATIONAL SECURITY COUNCIL

- UNCLASSIFIED with
" SECRET Attachments

- MEMORANDUM FOR

"MR. CHARLES HILL
© Executive Secretary
Department of State

- MR. CHRISTOPHER HICKS
- Executive Secretary
Dapartment of the Treasury

- COL, JOBEN STANFORD
- Bxecutive Secretary
JDepartment of Defense

MR. RICHARD MORRIS
~Ixzcutive Assistant to

the Secretary
Depart.ent of the Interior

MS. HE.L.EN ROBBINS
ixecutive Assistant to
the Secretary

Cepartment of Commerce

" MR. WILLIAM VITALE
Executive Secretary
' Department of Energy -

- MR. ALTON KEEL

-Associate Director for
- National Security and
International Affairs

- Office of Managemant and Budget

SUBJECT: National Defense Stockpile Geoals Review

WASHINGTON, D.C. 20506

i
-
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March 20, 1984 84 . ]352

AH. F6845h3

ER 1ot/ ¥

MR. THOMAS B. CORMACK
Executive Secretary
Central Intelligence Agency

MS. JUDY JOHNSTON

‘Directoxr of Administration

Office of Policy Development

MR. WILLIAM NISKANEN
Member, President's Council
of Economic Advisors

 BRIG. GENERAL GEORGE A. JOULWAN

Executive Assistant to the Chairman

. Joint Chiefs of Staff

' MR. GERALD CARMEN

Adwinistrator

_ General Services Administration

MR. LOUIS O. GIUFFRIDA

“Director, Federal Emergency

Management Agency

MR. CHARLES SIEGMAN

. Associate Director.
"Pederal Reserve Board

MR. FRED J. VILLELLA

Secretariat, Emergency Mobilization
Preparedness Boazd

“Attached are copies of the draft reports of the Shlpplng and
interrational Demand/Supply Working Groups for review and comment by
your agency. Please circulate these to concerned officials within your
egencv and provide one set of comments on these reports under the

" signature of an Assistant Secretary-level official to Richard Levine of

the NSC staff not later than Friday, March 23.

UNCLASSIFIED with
SECRET Attachments

7
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‘ UNCLASSIFIED with . 2
" SECRET Attachments '

- The Steering Group will held a meeting at 3:00 p.m. on Tuesday, March

"27 in Room 2010 of the New Executive Office Building. Please provide

‘|- the name of your agency's representative to Cathy Connolly on 395-7350
-y 4:00 p.m. on Monday, March 26 so that we can arrange clearance into
the buﬁldlng.

Rcbert M Rimmitt
"Executive Secretary

Attachments
TAE A Shipping Working Group draft report

TAB B Int&rnatloral'Demand/Suvply Worklng Group draft repor*

. UNCLASSIFIED with
SECRET Attachments
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b b T ANTVIVALIN T\ 1 e INMY
" GFFICE OF THE ASSISTANT SECAETARY
(SHFPBULONG ANG LOGISTICS)
WASHNGTON. B.C 20360

B

t&g MAR 20 1384
CRE-EM upon removal of attachment)

' MEMORANDUM FOR MR.. RICHARD LEVINE
. Subj: Sealane Attrition Working Group Final Report

The fi na'l report of the Sealane Attrition Working Group is attached for
your review and distribution to agency representatlves of the NSC Stockpile
Study Steering Group. . .

The report includes the comments of the Working Group representatives
‘from the Office of the Secretary of Defense, the Navy, and the OMB. We have

not received comments from the JCS or FEMA.
W—q’ 6)0' C'EN

EVERETT PYATT
' PRINCIPAL DEPUTY
. ASSISTANT SUTSTATY OF THE NATY
’ ’ (s:I MRIFITINTUNY AT ‘T“““""TCS)
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NATTONAL DEFENSE STOCRPILE STUDY
SEALANE ATTRITION ASSUMPTIONS

The following attrition radtes (Table 1) have been developed for
use in modeling all material supplies. These rates are based on
those features of Scenario 3/3A that directly relate to sealane
~attrition (Table 2) and are derived from previous interagency
studies of wartime attrition. Those studies, directed at
military rather than economic shipping and using these attrition-:
rates, have shown that military sealift needs can be met from
U.S./NATO fleets, and the follow1ng discussion of attrition and
capacity applies only to economic shipping. The average
attrition rate for each war year on sach trade route should be
calculated as the time-weighted average for each period in the
year. The average rate should be applied to estimate the

" ‘percentage of each commodity which would be lost, for all
commodltles shlpped albng the route.4 (C)

ASSUMPTIONS USED IN THIS ANALYSIS

Underlv1ng Analytlc ‘Hork. The attr1tion estimates ‘are an extra-
" polation from the results of two detailed military shipping
attrition andly&es. The Sealift Study, performed by DOD, did not
. consider econonic shlppxng, had a different scenario (no war in
. the Pacific and different timing), and used pregrammed U.S. (600
- - ship Navy) and Soviet forces —- not existing force levels. The
1= - -Shipyard. Mobilization Base Analy51a (SYMBA) was an interagency T
' ‘examination of military and economic shipping during a three-year
war, focu51ng only on a 1700 ship US/NATO/Japanese militarily =~
-useful merchant Fleet and the adequacy -0f U.S. shipyards. (C)

Early Deployment of Soviet Forces. The Soviets engage in some
- -pre-stocking of war reserves and minor repair items in surrogate
and friendly areas at M-12 months. It was assumed there would be
'no unusual out-of-area-deployments, however, as that would be
inconsistent with Soviet naval doctrine. ({S)

Soviet Reinforcement. At M+12 days, the scenario calls for the
Soviets to reinforce their naval assets. We have assumed a
balanced force deployment worldwide, except for some
concentration of forces for homeland and SSBN defense: The
Indian Ocean Squadron is augmented; moderate activity off West
Africa; and increased presence in Vietnam (not in the Sealift
Study, but necessary to show a capablllty to attack in the South
Pacific). (S)

(Dept.. Navy)

ORIGINAL CL gy “2ltiple Sources

3 DECL O REVW ON GADR _.

- EXTBYND6 YRS BY

: -‘.E'REASON
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- {day M+17 to day M+47
' . : “  Other Major SLOCs 2/

TINE

- |day M+43 t6 day M+79
day M+78 to month M+4
f?fmonth ﬂ*4 to month M+5

~ month H+5 to

-nonth M+21

month M+21 to

month M+22

month H#22 to - Thee T

month M+23

imonth M+23 to

- month M+24

mohth M+24 to

month M+36 R

Based on scenario,
before M+55.

Table 1
Attrition Rates

AGGREGATE

: - ATTRITION
AREA 1/ "RATE (%) 4/
North Atlantic 8

‘Other MAJOR SLOCS'= (1)

except Japan 3/ 4
Major SLOCs 3
-hajor SLOCs 1.5 |
Major‘SLOCs ’ 0.5
Méjdr.SLOCs 0
North Atlantic. 4
Other Major SLOCs c
“North Atlantic - 1.5

“'Other Major SLOCs 0
North Atlantic .075
Other Major SLOCs c -

(2)
(3)
(4)

'SLOCs -

EFFECTIVE

"ECONOMIC

SHIPPING
ATTRITION
RATE
3.2

1.

Ol—‘
O\N

there is no attrition 1n‘Japanese SLOCS

dlstrlbutlon of threat.

5/

Taw or aEp B W SRR MNP R P e® SN R G GE D NS R R R MR Gm W WA MG S eB e  am e wp  wm A s

Caribbean is a special case as are the SLOCs from Australia,
South America, and South Africa -— see assumptions.

Indian Ocean/Arabian Sea

South China Sea/Strait of Malacca
Central Pacific ™ (Hawaii-Guam-Japan)
South Atlantic

Probability that a ship will be lost on a particular sailing.
‘Aggregate attrition rate times 0.4 ~- see aSaumptlon on

,-ae-4n.g-\.-=¢-
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i {COMDOSi te Scenario 3/3a)
TINE SCENARIO STATEMENT &
M-12 mo.,'_ Soviet influence and military presence increasing

in Asia, Middle East, North Africa, the Indian
Ocean, and Central America.

M-4 mo. . . Soviet Navy begins permanent deployment of 4-¢
‘Surface combatant ships to the Gulf of Mexico and
Caribbean, operating out of 2 Cuban naval base.

- M=~14 days - - uUs forward~deployed carrier, amphibious forces, and
- i amaritimevpre—positiqning ships reposition.

M47~days . Amphibicus tranéports to ports of embarkation (POE) .
.'Mscgsealift;to<POEs._‘ ‘ :
Ready Reserve Fleet breakout begins.

M+2 days ‘Lines of communication established from CONUS ta
' : conflict drea (Persian Gulf). :

- M+7 days - Red Sea route né‘ion§ex available to US shipping..
. o ;Hchommences;convoying Qf,military'shipping except
f:mfﬂmﬁnqy:mfastf_sea;ifp:which,degloys independently;

, ~ deployed. Naval forces in the Atlantic, Mediterr-
B .. amean, Indian and Pacific Ocean are reinforced.

M+12 days : Sovietiﬁoithérﬁ;'BlaEk'Seé,Van& Pacific.Fleéts are

M+17 days - Pact ground attacks in Europe are accaompanied by
. -+ attacks on: (1) US and NATO naval forces that are
.. - threatening Soviet forces or territory, (2) key
. LOCs, and (3) limited attacks on the flank.
- "First convoy sails to Europe and.subsequent’convoys
follow every six days thereafter.

M+41 days Interdiction of US ang friendly shipping continues
_ at moderate level. :
M+70 days Damage to Western European air and sex ports have
reduced their total capacities available to NATO
to 70% and 76% respectively, restricting flows of
- reinforcements, supplies, and evacueess
‘During first 30 days of worldwide conflict, Soviet
interdiction of shipping was at moderate rates
worldwide and heavy in the Atlantic.

M+100 days . Total capacities of W. European.air and sea ports
- remain at M+70 levels. -
DBuring second 30 days of worldwide conflict, Soviet
“interdiction of shipping was less than. levels
-achieved during first 30 days.
~"M+4 mo. . Soviet naval interdiction of lines of communication
~'reduced to low levels worldwide. :

| Sanitized Copy Approved for Release 2011/06/22 : CIA-RDP87MO0539R002303710009-4
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, Cdrlbbedn. The increased prwsencp of Tov1et naval ‘forces in Cuba

at M-4 months was not part of the base case in the DOD Sealift
Study. An excursion in .that study, however, analyzed augmented
Cuban capabilities against several alternative U.S. responses and
concluded that considerable U.S. effort would be necessary to

neutralire this threai. If normal shipping rates and routes were

used, losses could be as high as four ships per day for up to two
weeks befores the Cuban threat would be eliminated. It is assumed
that much of .the threat, however, would be focused on shipping

" leaving the U.S. from ports on the Gulf of Mexico; i.e. shipping
“of m111tary gonds and refined petroleum products for military
-use, : During the estimated two weeks that it would take to

- neutrallze the Caribbean threat, it should be possible tc avoid
“'signlflcant attrition of imports to the U.S. by rerouting the

" shipping to Eastern ports and by sailing to the east of Cuba.

' We, therefore, do- not expect any s1gn1f1cant attrltlon of 1nhoun&

cargo.. (S)

et o . FEE

Qther Soec1a1 Cases.ﬁ'It is assumed that sh1pplng rcutes would be

"'adjusted, where p0531ble, to avoid sailing through high risk

.areas. : Specific cases include Australia to U.S, .and.South

:Ame:ied to U.S. For those routes, it is the opinion of the

working group that-attrition would be negligible, - For the Scuth
‘Africa to U.S. trade,” the group concluded that most of the threat
could be avoided by sailing near South America aad that attrition
"would be one-half of the rate assumed for major SLOCS. .That
“"estimate, which the group considers to be conservative, also
gartzally takes into account’. the 903510111ty of port disruptions
n uouth Afrlca. {s) T

Shloo1ng CquClty. There are over 3, 800 ahlps active in the free
world that would be available at the start of a coiiflict and

. .could be used for transporting raw and processed materials (Table

3). " U.$., NATO, and Effective U. S. Controlled ships at the

minimum total 1,730 ships at 72 million deadweight tons of the
.free world's vessels. In addition another 675 of the five

world's vessels are in.a laid-up status primarily due to over-
capacity (based on a Marad staff estimate that 15% of the free

. world's 1nvontory was laid up as of Jan. 4, 1984). Considerable

overcapacity exists in the 3,800 operatlng ships, Observers of

the shipping trade indicate that, because of the overcapacity
freight rates do not cover voyage costs, ships-are sailing slowly

to conserve fuel, spending longer than necessary periods in port,
and sallxng w1th less than full loads. (U)

The SYMBA study estlmated that, durlng the first fifteen months
of war, the Soviets would hit a total of 312 merchant ships, of

* which 191 would be sunk and 122 could be repaired. Even if all

hits were against bulk carriers (which represent only 20% of the

- merchant fleet) the bulk carrier fleet would be reduced by only

QE&”‘DE’.’T
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9%. .This is consistent with the EMPB scenario 3/3A whiéh'sees

low Soviet interdiction of SLOCS at M+4 months. (S)

Based on an earlier Maritime Administration analysis of projected
1984 shipping requirements, the total number of ships needed for

*-transport1ng raw materials to the U.S. would be in the range of

100 to 200 ships, or less than 6% of avallable sh1pp1ng. (C)

Durlnq the hypothe51zed war scenario, Shlpplng costs would rise,
international trade in non-essential goods would diminish, so

-+ that even with the rates of attrition cited above, there appears

to be more than an adequate number of ships available. 1In

" addition, most of the 675 ships estimated to be in a laid-up

status, probably could be activated, iflneeded.i'(u)

- Table 3
' i Smppmg Capacity :
(Ocean Go1ng Vessels of 1, 000 Gross Tons and Over)

nﬁ.ﬂig%NumEer'a.ﬁf'Thousahds of
©. of ships Deadweight Tons.

o Ships of Warsaw Pact Nations i T
~  and others that would not be L : -
;avazlable » ST -498 . -~ - -12,732"°
o Estimated Vumber'of Ships ( . L
in laid-up status (15% of . . .
renaznder) L ) ) =675 - =27,300
Ships avallable at start of - L o o
conflict .. ... . . 3,814 "7 154,336

. Sources: "Bulk Carriers-in the
: World Fleet"
- Maritime Administration
- June 1983

CCrADET. e
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Willingmess of Ships to Sail. It is assumed that adequate ship-
ping not only exists, but that it can be used. Based on past
-wartime efforts, there is no evidence to support the contention
that ships will not sail or that adequate crews will not be
available due to the wartime risks. Under the Merchant Marine
Act, 1936, as amended, the Maritime Administration has the
authority to provide war risk insurance for any vessel, regard-
less of ownership or nation of registry, that is carrying cargo
_.vital to the U.S. war effort. A review of World wWar II experi-
ence revealed only one instance where a requisitioned ship
refused to sail ‘and that was due to a communication problem
between the ship captain and owners. We have concluded that
ships and crews would be available, assuming that measures simi-
lar to those taken in earlier wars would be taken under Scenario
3A." During World War II adequate numbers of crew members were
obtained by paying bonuses that varied in accordance with the
risk being faced and exemption from the draft. During Vietnam, a
. fixed bonus over base pay was used in the war zone. (0) a

- Port Attrition. The scenario explicitly states that seaport
capacity in Western Europe would be reduced to 76% of its prewar
level. Outside Western Europe, the working group believes that

. ports in South Africa constitute the main source of concern. For

"~ -purposes of this study; however, port attrition outside Western

- Burope is assumed to be insignificant: Our concern over covert

. o¥ overt action against -South African ports is reflescted in the -

. conservative assumption on sealane attrition on the routes from

T ThTsouth Africa to the U.S. . (S) ..

Distribution of the Threat. As mentioned above, the rates were
extrapolated from a study done for military shipping alone.
Because the total size of the threat is essentially fixed, it was
assumed for this study that the threat would be distributed
between military and economic shipping targets at the rate of.

- 603-military and 40%-economic. We believe this allocation is the -
‘maximum threat that economic shipping would face. It was further

. assumed that the threat against economic 'shipping would be
uniformly distributed among those regions where the Soviets can
support their naval forces (with the exception of the North
Atlantic, where higher attrition than on other SLOCs occurs early
on -- see Table 1). (S} : :

PR

CONCLUSTON

The attrition rates shown in Table 1 are applicable to all
materials shipments, and time weighted averages should be
- calculated. for each route and each war year. Expected shipping
losses for each material are the product of the average annual
-attrition rate and the volume shipped as estimated by the Task 6
Working Group. (U) L . :

' - L R gm, g, gramengen : : '
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By assumption of the sc@naﬁlm 3/3A and based on previous étudleér
shipping losses are generally small. The world-wide shipping
overcapacity together with the projected decrease in wartime
trade in non-essential items ensures that sufficient capacity .
will be available to transport the necessary quantltles of '

(u) :
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March 19, 1984

Memorandum for Dick Levine .
NSC staff

From: - Hazen Gale /

| | | 4
Subject: Foreign sup ly and Demand for Stockpile Materials.

Attached is the final repdrt'of the task force oh foreign

2 new procedure for estimating the,availabllity-of foreign
. Supplies in meeting U.s. requirements. The Departments of
Commerce and Interior and the CIA concur

' The major features of the new procedure, which relies
_Kheavily.on-a»market"clearing“mechanism to allocate supplies,
‘are as follows: . L _

== Estimates are made of demand in flon=communist foreign.
‘ oqgntriesvduring wartime, ‘ .

- == _Foreign demand is adjusted for damage in war zones,

-= Foreign consumer demand.is further reduced due to

- 'the higher Prices which would be necessary to bring
about .a balance between Supply and demand,

- fhe'foreign demand reduction;represents a sharing
(with the U.S.) of the burden of<rationing the

-available.supply.

== The U.S. would import the remainder of the foreign
supply'after'foreign demands (at higher prices)
have been net, _ O

The FEMA Critique

- ¥ DECLASS [ #EVicw on

‘Supply and demand for stockpile materials. The report provides

" DERIVATIVE CLASS RY Hazen F, Gale

DERIVED 7302 _FEMA 39928 7o riticue)

- ‘ ‘ MO 03710009-4
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eIl A third 901nt is rhat demand in forelgn countries was not
' ‘allowed to grow fast enough to reflect wartime demand in those

deq g gy
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The first point raised by FEMA was that the task report

exceeded its mandate by incorporating adjustments for shipping

losses and political reliability of sources. Technically,

.;tnlslmay be correct, but these steps were considered necessary
.80 that the steering group could see how the compoqents of the
‘stockpile estimating process fit together., If the ;Steering
;Group wishes to adopt alternative estimates for these components,
they can be substituted when the final estimates of stockpile
goals are computed; such alternatives would not affect the

general procedure for estimating the avallablllty of supplies.

‘from the rest of the world.,

. The second pelnt mentloned by FEMA is that the task study
made an unwarranted assumption that the U.S. would be able to
effecti"ely bid for the materials to meet much of its domestic-

- requirements. We believe that the U.S. certainly should be
able to compete in a world market for the available supplym

Undoubtedly, prices would be bid up in the process of acquiring
the needed materials, but there is little question that we cculd

.. get a major share of the-supply. I would point out that the
- procedure loes not force the entire burden on foreign CONSUMSES .

U.S. nondefense-related sectors would also be expected to share .
in "this burden because there wauld ‘be no provision to stockpile
for those demande, : . : ,

countries. That may be true, but we were unable to locate any
definitive imformation on how those economies would behave in
wartime. No econometric or input-output models are available
which can estimate the materials demands in those countries.
Xf FEMA or other agenciss can make reasonably alternative
estimates of the foreign demand, they can be easily inserted
into the procedure. However, the larger the fore1gn require—
ments.are, the greater will be world excess ‘demand, which

in turn implies higher prices and a larger reducticn in demand

" via the price mechanlsm‘-—'aqsumlng we continue with: the basic”

market clearing procedure in"the task study. Thus, the net .
amount consumed in foreign markets would not be greatly '
different from that shown in the table. e

Perhaps the most 1mportant comment by FEMA is its question-
ing of ‘the use of a market clearing procedure in estimating the

-avallable supply from the rest of the world.  (DOD has raised
- similar questions.) Rather, they suggest that the control

programs similar to those used in previous wars would again be .
brought into operation because governments would not permlt the

,qeemlngly "unfalr dlstrlbutlon of supplies by the pricing system.'

. SECRET .
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-ultimately a residual. FEMA's 1979 estimates are residual, but

' FEMA methodology represents one risk level, while the Steering

" the task study on foreign demand/supply reflects the Steering
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This view ignores that ¢he price system is the most efficient
mechanism for allocating a relatively fixed supply. We can

always cite flagrant examples where materials go to nonessential
uses, but we often overlook the many, many invisible misalloca-
tions when administrative controls are used to allocate supplies.
We have learned from the cil and cobalt experiences that. -- - -
market prices can bring about. enormous conservation efforts. -
Furthermore, the Government would .not be.relying entirely -on- . :
the market clearing process; it will-:have~-a substantial stockpile
-to reduce the potential for extremely high prices of major '
critical materials. o T : T

~FEMA's fifth point is that the procedure causes any errors
in the estimates of foreign supply and demand to be magnified in
the "residual"™ stockpile.. They are correct. However, I would
like to point out that any estimate of stockpile requirements is

they did build in cushions along the way to buffer the effects of
-errors on the shortage side. Consequently, FEMA is really rais-
ing the question of the degree of risk that the U.S. Government
is willing to undertake during wartime. My understanding is that
the NSC is willing to consider alternative risk levels: the 1979

Group has been willing to consider a higher risk level; I believe

Group's mandate for an alternative risk level..

S e s Bt i v - — - e
- o —— .

Finally, FEMA raised some points related to: (1) availability
of ships to move imports of materials to the U.S., (2) availabi=
lity of fuels to produce the materials in foreign countries,

(3) the feasibility of achieving the projected foreign supplies,
and (4) assurances that DPA and other programs will be implemented
to enable U.S. productinn to-increase to projected levels, These
issues are under the jurisdiction of other task groups and the
Steering Group as a whole-and will have to be addressed by them.
Their findings should not affect our procedure of estimating the
foreign supply/demand balance, only the numbers would change if
the findings of those groups call for revisions in their - .-
procedures and estimates. . - - . .. - e e R

i ~. ——— e R C e amma sl e em—
“'e F

Attachment
. SECRET

DERIVATIVE CLASS 8Y Hazen F. Gale
- %] DECLASS ‘[ REVIEW O 3-19-84

DERIVED FROM_FEMA 399A-8 (Crit
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. Methodnlegy, for Computing , 1

! Srockpile' Goals, 1984 "
I E % * -
i -éOﬁ@igﬂ Supply and Demand "
‘ The determination of the imbalance between U.S. wartime
P requirements and available supplies; will depend to a large extent':
} on the supplies available from the other countries. In the 1979
_ . stockpile study, FEMA assumed, that the U.S. would have access to
| the .same proportion of free world supply during wartime as it =
i+ imported during the prewar period. Those initial estimates of
i supplies from other countries were reduced as appropriate for .
. shipping losses and Politically unreliable sources. * = = = =.° 3

The procedure was based.on questionable assumptions ahout
- demand in the rest of the world and about the ability of the U.S.
} to gain access to foreign supplies. First, during wartime, we
i could reasonably expect the U.S. to make a determined effort to
i increase the quantities of materials that would be imported well
\ beyond~its«traditional,shares.;‘This~could he done by simply
outbidding other importers, by special bilateral supply arrange- -
ments or by negotiation among allies on how to allocate supplies.
‘Second, it is highly ‘unlikely that foreign demand would expand to
absorb the expected large increase in free world supplies for
three reascns:. (1) Sharply reduced econonic activity within
war-zone nations; (2) Likely rates of economic growth in other
countries would not raise demand by large amounts; and (3) the
increase in U.S. demand can ke expected to raise prices signifi-
cantly, thereby inducing foreign consumers to Eorego‘consumption._r

- Improved Methodologv - - "“”-ff;i'%“?;*‘*g“""f” T T

:
\

RS NS .
’

. -

The working group has adopted a new methodology which provides
more reasonable estimates of other countries® likely demand levels
due to higher economic growth and offsetting demand. reductions in
those countries during wartime due to war damage or response to

n sharply higher prices. _Then‘a comrparison of this reduced demand -

| with available world supply would indicate the amount of supply
|
|
|

1}

the United States could reasonably expect to import in the war

. Scenario. The supplies available would usually be .substantially
different for most commodities from those estimated under the old
FEMA assumptions., =~ = - o : S

The attached“step—by-step explanation illustrates the procedure
for chromite. : ‘

R

Qutline of Prdcedure-

| The general assumptions underlying the new procedure are:

: . == Xnitial basicA(or-potential)‘demand-by the'non—commpnist
‘ : foreign countries, for the materials in a full employment

. economy (at prewar prices) would be equal to the peak
. demand. in the prewar period. .

SECRET
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»» == This initial basic demand was reduced by war damage~in§the
war zones because reduced overall industrial capacity Jould
. reduce demand Proportionately «to obtain foreign potential
" net demand. A . '

== When this foreign potential net demand is added to U.S.
demands, the sum greatly exceeds the total supply available.
. The shortage was assumed to be allocated by price among all
- non-communist nations. : .

=- Thus, foreign potential net demand was further reduced by
. @stimating the cutback in consumption, due to higher prices
. Which is necessary to equate demand with projected supplies
- Areflecting substitutions and various austerity measures).
‘The result is foreign net demand. : :

-- This reduction in foreign demand was estimated by allocating
*he total world reduction to foreign countries based on
- assumed elasticities weighted by the shares of each area in
.-world demand. - B - :

-- The foreign supply available to the U.S. (or imported supply).
. _isvthen'theudifference:,to;al'availablehforeign free-world
-"supply less the foreign net" demand, . The difference between
U.S. requirements and total supply (U.S. domestic production
Plus imports) is the imbalance to be met from the stockpile. -

Adjustments for political féiiébilitz'
Use of the conclusions of ‘the Task Force on political réliability
presented some problems in adjusting supply available. These were
handled in an ad hoc manner in the attached chromite example;
"similar problems may have to be addressed for other commodities,

s - . . LR ) .
First the Task Force only evaluated 26 countries, albeit the
most important commcdity ‘suppliers. Thus, suppliers suck as Iran,
Finland, Turkey, and Madagascar were not rated as to reliability.
Of course the Soviet Bloc was considered unreliable. We arbitrarily

. decided to treat Iran and Finland as .unreliable for the whole non-

‘comnunist area because ‘they would he in the war zone. Zimkbabwe
also was considered unreliable according to Task Force criteria.
Turkey, South.Africa, and Madagascar were considered fairly reliable,
-.Other countries which were not identified by the.Task Force were
considered highly reliable. Such ad hoc decisions . will.be required
for other commodities. ‘ o P

Second, we believe the reliability of supplies from India and
China need to be considered separately. The Reliability Task Force
was clear in its finding that the U.S. should not count on access
to supplies from those countries. The likely unavailability,
however, was based more on those government's policy decisions
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such as- mlght occur in Zaire,

“Tather than on intermpal disruption,
Zambla, and Zimbabwe, Caonseguently, InalanLand Chinese supplies
- wWould prol ably be available to mamy other countries, but not to

the United, Statesn Thus,

supplies from Zim

abwe are deducted at
while Indian supplies

an early stage in the attached procedure,
are deducted only from .potential imports. :China could be handled :

51m11arly,l1f data- are available; since. 1t doés not produce'
chromiunm tHe issue did not arise here.. - -:.- i S :
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f‘ .5 Strafégic Stockpile Goals: & 1+
Estimatioh'Ef”?oreign"Supply and Demand’ ™
;;"Dgripg;ﬁd@ilizatiqn and War R

-

% s
“lr .,

S

i
1
|.

e LR D

F— ot
- . T

......

of materials;
nd supply :
undoubtedly could

“Fb the U.s
‘on demand a
Although the U.S.

_ £onditions in other cou
by various means gain access to
Supply, cther allied

describes a procedure for estimat
in the rest of the world, taking
to high prices, which would dete
U.s. needs. o o : .

into account a probable response
rming the supply,available‘to neet -

.Procedure
——sler e

world
Bloc supplies,

o

The'general'précédﬁre.is to adjustlthe'Bureau of Mines'
ction estimates in (table A) to exclude Soviet
Politically unrgliap;gAsuppligs,,and_shipping'losses

the domestic
Ct price/scarcity -
requirements will be
duction. The potential

¢ Jotvesamace |

Estimated consumption in the U.S. will come from
requirements task group. These estimates refle
induced substitutions and ‘austerity all U.S.
"TmetTfronm imports,‘stockpiles, or domestic pro
TTconsumption in war time for the rest of the n
table B) is estimated to be at the peak preaw _
is adjusted to exclude lost demand due to war damage in certain war
zcnes. The potential demand is further reduced, - in response to -
high prices or some ‘other ratiohing.device.-_rhis last calculation
is critical in determining how the burden of aljusting to the
Supply constraiant is spread anong the U.S. and other non-comnunist
consumers. In general, it is assumed that the burden is shared
Proportionately among all foreign mations. - Finally, the quantity
‘available to the U.S. from allies and other non communist areas is

« The latter’

the difference be

shown in table C.

Supply estima

tween the supply and demand estimates for ROW

tes (table A)-were developed for each major pro-

ducer and for the
Capacity that cou
Prices (about 50¢%
Production is the
have been ignored
the U.S. for some

ted in the U.S. due to e
as a separate source of

world by the Bureau of Mines. These represent

d be brought on stream at significantly higher _
over 19%978-82 average prices for common materials).,
only source of Supply; commercial stock drawdowns
here but they might be an important source in =
materials The added supply that could be genera-
Xtraordinary measures is shown in table C
U.S. supply.

1
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wooia (RUW); the supply estimates were adjusted to exclude produc~
.tion by the Soviet bloc since those supplies would neot he available
to the West. Uy.s. Supplies also were deducted from the,warldAtOtal
because they will he used First to meet U.S. requirements.

Political reliability., World supplies are further reducegd to

exclude those supplies which would Probably not be available to
western countries during war time. The Task Force on reliability

- determined supplies from Zaire, Zambia, ang Zinmbabwe would probabliy
be disrupted‘beCause”@f internal.instability or sabotage. Thus all
©f the supplies from these areas were deducted. L

e also deducted supplies from-Iran and Finlaha,-sincq they
- are in the war zones and their supplies could not be €xpected to be-
available to theHWestf T e e L . :

-~ India and China were considered unreliable suppliers to the
U.S., but it was thought their supplies would he made available to
at least Some countries in ROV, - Therefore, these supplies are
1deductgdﬂonly‘from the U.S. imported supply at a later stage in

table C. ST et e TR T .

. Shipping losses, " These were deducted.fzqm'the total in deter-~ -
mining the supply aVailablewto the U.S. and;ROw.,.They.arelcansisﬁent‘
with estimates,usedfby‘bther-taSk:groups. The assumption is that
shipping losses will average 6% in the-first<war“year@ 3% in the
second year, and 13 in the third year: e have found no evidence-

- to indicate that losses for individual conmodities woulgd be signi-
ficantly different. _Also, there ig no_differengiatiOn’af'shipping
lbsses~565tinedufor‘ﬁhefw.s;:aS'opposed%tofRowo L :

_ Energy availability and international trade consideratioris,
No adjustinents were made to Supply to cover the.possibility,off
curtailad output because of enargy shortages or inadequa:e shipping
Capacity. It is assumed that.mineralaproductibn'wOuld*get-an
allocation of 0il or other energy sources sufficient to maintain
output at Capacity levelsland that adequate shipping woulgd be made
available to transport th materials from sources of supply to the
markets, C : . : '

Demand estimates {table B),. Potential demand for,each'cduntry
in the war bPeriod has been pProjected at the peak consumption in the
Pre-war period. 1In most cases 1980 seenmg to be'the*pea& Year, but
for certain commoditiQSHand_countries‘peaks'were»attainéd in other
years, : : : N

~ In the case of the U.s., domestic suprlies are deducted fron
U.s. Consumption under the Presumption that they will be used first
in the U.s,, thus reducing u.s. demands on supplies from the rest

of the world.
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' War. damage to demand is an estimate of reduced demand in

- certain countries because of damage to industries from military

- activities in the war zuomes. Industrial capacity is.presumed to

' be completely destroyed in some countries and reduced significantly
-'in others in Western Europe and Asia. The proportional reductions -
are the same for all materials and roughly consistent with the

'~ estimate of war damage used by the energy task group. More precise
estimates for individual materials might be possible in a few cases
but, these would depend on information regarding use of materials by
pParticular industries and the geographic location of these within .
those countries in the war zones. That information is not reacdily
available. : . o ' o R : :

- HNet demand after war damage reflects the amount of material
that would be consumed at the base period price if the supply were
available.  Since supply will usually be less than demand, price
‘will have to rise to ration the supply. The necessary cutback in
.demand is the difference between the supply available to the U.S.
and ROW :and- the net demand after war damage. This difference is
shown in the addenda itenm "required demand reduction.® The percen-
tage reduction in demand is in parcntheses. o '

- Demand impact is an estimate of the reduction in demand in
response to high prices that arec expected to accompany the high
demand and;limitedrsupp;y situation during wartime. The exact
prices are not necessary in allocating the demand reduction, but

it was thought useful to make sone estimates (see addenda). These
pPrice estimates varied significantly depending on the price elasti~
‘city for each major consuming country and its relative share of

total~consumption:m7$everal“éﬁ@regaﬁe elasticity estimates (e) were
-l - ~iconstructed-based “on “assumed eldsticities for three major areas:

+ (1) the U.S., (2) other allies, and (3) other non-communist
countries; these also are shown in the addenda. , Three sets of
elasticities ‘were weighted by the distribution of "peak demand"” in
the war years. The followinggillustrates_the_procedure: :

STe : - .'- ) ‘ o . Dist_ributvion . Weightéd
= =77 i Elasticities of demand elasticities
- S I R § R 42y 3y

Other allies ~ -~ 1-,2 -,2 ' =5 48 ~ .096 .096. .240
Other non communist =~.4- <.4° -1.0 22 - =088 .088 .220
" Total - - - . 1008 -.184 =.244 -.610

' The weighted elasticities were used to develop a percentage
distribution of the demand reduction among major areas (U.S.,
allies, and other non comnunists) to bring consumption inte balance
with available suppliés. In the example above, about 75 percent of
the reduction was allocated to non U.S. demand (£ _.096 + .0es/,.244),
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The assumed ela%tlmqtmes are C”lthml to the vhar;ng of the
‘burden of demand veduction because the selection will determine
. whether the U.S. bears the full burden (when non-U.S. elasticities
' are zero) or none of it {when the U.S. elasticity is zero). The

rocedure used in table B uses an elasticity of 0.2 for the U.S.
and 1ts allles and 0. 4 for other nonncommunlst ‘CONSUMars.

-° " The total reductlon.lnAdemand was‘allocated accardlng to the
percentage distribution of weighted elasticities as described
above. However, only those parts allocated to non-U.S. areas were
deducted from total net demand because the U.S. domestic require-
“ments presumably already reflect the elimination of non-essential
uses through response to hlgh prlces and any necessary austerlty

-mcasures.- : - . . ,

Het demand on Row suyglles. Th1s estxmate is derlved by
deduct;ng the demand reduction from net demand -after war danage.
- This includes U.S. demands plus those from allies and other non—-
communist areas.:. This total actually overstates actual demand
because U.S. imports will be smaller by .the anount: of w1thdrawals '
fron lts stockplles or ccmmerczal 1nventorles. S e

g Pa

To deternlne d nanu 1n ROW (sutsndm the L S ), U S demand was
- subtracted from total demand.A 31 : : ,

Flnally, the ouppl§~éemamﬂ balance (Lable C) in Row 15 s;mply
‘the excess of ROW supplies over ROW demand.. :This balance (h;gnly

- _reliable and fazrly reliable) is the" "amount’ Fvailable for U.s. —

-_imports.. . These" imports - tcgetner with U.Sy prdauctlon will be used
to meet the U.S. war time requirements. Any remaining imbalance
would be met from stockpiled materials. - 'Note that only highly
rnllaale 1mnorts would be used to meet Def rse requxrements. '
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PART B - : I';

Y

--years._._-.' . coed o : B i

u.s. prunary and secondary productlon, but not UC;Cl"
U.S. external demand and total demand cn ROJ supplies (hne 0), U S. production was absumod to be used exclusively

These tables illustrate a procedure which would he! used to e..tiuate the U s.-st.pply/demam balance For strategxc

" materials during & 3-year, 2-front war. The war years are 1984 (W-1), 1985 (1~2), and 1986 (w-3); 1983 (M) is
 the warning year; 1980 is the approxlmate pre-war peak ‘for the U,S, and’ otheér economies; and- 1982 i3 considered

the base year, ROW refers to the Rest of the Worid -- countries ou-.slde the U.a. but excludlng the Soviet

.Bloc; it is eqsentially the non-cotmumqt world outsida the U.S. v .

S
v

From line 9 of Part A. This isi the amount of de liverahle supplles available 1n ROd, the U.b. would also have
acccqs to those supplics to help meet its wartime rcquircnnnts. . ..

: |! i _,_,\ . SR B
'Potal demand in prewar ycars was conpilcd hy Burcau q[ M'r'es, In ‘war years net den‘::md (net of Sovicts and China)”
was the sum of thc soparate demands shown below. :

W .,1'.'v " i

4/ Soviet'and: Lhinec.c dmv.ands were assumed‘ to be 1solatqd from I‘Cw, so ‘are not includcd ‘in wartxmo demand. * IE
". these two draw on RGW supply,.'then prices vould he higher ‘and ROW,supply ‘available to U.S. and ROW would be

lower than 1nd1cated 1n thlq,. able. !‘qtlmates of. total Chinese consumption are. not available cven in proe-war

e - ".' I.!v' H L !

g

'.(sé'c lines 9 and 10, part A).' 'Ihxs was deducted to deteming

to mci‘, U, S. requiremcnts.: e .

Demard in Row during war years, at pre—war price's, plus U.S° wart'me oxter:nal dcmand {not ‘satisfied by U.... :
production). - This will be adjusted downward for - danage to economies in th(. war zones, and consumer cutbacks in
response to hx«;her pnces. ; . » .

u.S. external demand was assumed to he 750 000 tons, which is- about 50 pcrcunt hlthl‘.‘ than U.a. demand in 1980‘
Total U.S. demand would be 810,000 when the domand satisfied by U,5. production is added.  The actual demand

" requirements will be furnished later when the mhicro es stimates, defense needs, and essential civilian reguirements

have been determined. This U.S. domand is assumed to reflec" au:;terlty by U.S.. consuners. If. a no-austerity

U.S. demand is avalla‘wle, it can be used here,

Basic ROW' demand in wartime’ at pre~war prices. - Dcmnwarrl ad]ustrrcntq are shown below. - Each country's war time
demand was assumed to be cqual to peak pre-war damand, * No model cseimates were avajlable of the levels of
cconanic activity in allied countries or other non—cofmuni t countries. . It. ..‘uch cstilmth arc possible later,

- they can be qmstituted here, 4 .

ot

" Includes all of wCStnrn Curope except Greece Iroland, Portuga ’ and Sw1t4er1and (no dat;a avaih,ble). Sweden is
.a na;]or consumer in other L»lcstern l‘urope {226, 000 tons 1n 1979). :

UNCL/’\SSIFII’D
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PART B (cont.) : ;

. 9/ Destruction of plant capacs.ty and dlstnbutlon systcms would cutbac& demand in war zone countrms as follow ,
FRG - '100% in first two war years, 75% in third year; rest of Hurope - 15%, 13% and 8% respectively in the 3 :
war years; Japan and Korea - 7%, 6%, 5% respectxvelyl.- l\pply these pcrcentagc reductions to basic demand esti
-mates shown above.,A These ?re similar to war daqun cth.na es used in the energy study. 8y .-

10/ Sum of lines lB and 19; the same as lxne 8, leqs war damage 1n lmc 17. Sy v.

_L/ The share of the supply shortfall (see line 2 below) allocated to' ROW.- The dllocation among the U.5., other ™
© allies, and other non-communist countries '!is based on weighted” (by world demand shares in:the war years) '
elastlcn:xes.: ~The percentage allocations. used here were. U.S., 25%; -other.allies, 40%; other non-commnist, _
-35%. See also 13/. Smce U.s.. dcmam alreadv reflectq austerxty, no furthor: reductmn 1n U.5, demarx] is ‘ o
requxrcd.‘ (U) B AL R S . : : '

12/ The required’ reductlon in demand (lmcs 20 plus 23) on ROW supplxes (lme 0) to hring it into balance with tdad
supphes‘. 'I‘he nurber in parentheses is tt‘e percentagfe roduct!on. U) s

13y These are the estimatod prices that would have to ocqus (uaing the clasticities (e) shown) to teduce vorld
“demand to the level of available supplies.. The "e's". arc!the wexghted ‘elasticitics Eot the U, 5., allies, and
other non-cammunist arcas; three Sots were tried: (1) 0, =2, «i4; (2) =02y =2, ~.4; (3) =,5, =.5, ~1,0. ‘The
‘weights were the same for all three sets: U.S., 4313 alhes, .46, other; .21 (using demand in lines 18, 139; ang
23 to estimate demand shares )., Example of price computation in 1984: percent reduction in demand requuc:d is 7
. 13%; associated'price increase is 133 ¢+ .24 = 54%; e'stmatcsd new price is the pre-war base plus the percentage ‘
‘increase, $200.x 1,54 = s308 per ton, . If line 26 ].S great:er than zero (no reduc.tlon requxred), then prlceq .

‘were not estimated. (U) _ b N , o ‘ e
'_1_11/ Prices used by the Burcau of Mines in developing the_:'v&érld anﬂ country:cabacity 'estimates. Ay
. L Y. R . \ i L . : A ;
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o de N 4N erx

3 /
L ad;ustments to exclulc unreliable supnlws Erom softic, countr1e<: -and sluppvng losses” (U)

4/

i

.. 8/

13/ This is the ratlo of the ROW balance in line 8 to tocal formgn capac:.ty in line 25, It is uscd to allocate the

g
78

Y

2,/

5/ Der1ved by applymg'thc ratm in 1inc 29 to tne suﬁplloq-l

‘.'7/

) 10/ ThlS inbalancc 1., the Dofnnsc rnqulrement. less U ‘3. (normal and UbCP) productlon and mghly reliable mths.

BAYS Thls imbalance is the non-Defe“\se requ‘rement 4,ess "alrl/ rnliahln unports. Unrellah e unports were not available

“___/ These addenda show total non-comminist capacity (Buredu of Ninm cstimatvs) available to 'ROW and the {,5, They do

.

These tables illustrate a procedure which would beruqnd to estimate the U.5, Bupply/dt,m.:m! balancc for st:'rategic
materials ducing a 3-ycar 2-front war. ‘ihe war years are 1984 (w~-1j), 14ds (W=2), and 1986 (-3); 1983 (M) is ti
warning year; 1480 is the approximate pre-war peak for the U U.S. and other economics; and 1982 is considered the
.base year., ROW refers to the Rest of the World —-='countries. outsm!c tlm U.b. but uxcludmg the Sovict nloc it is
esscntxally the non—ccmwmqt werld o Jutsu}e thv Uele: (U) . - e . 0

Sum of U.S and RO4 in lines 6 and 14 and in 7 und 19 (U) T

— _-'2_-

Frcm Part A, 11ne 9. Rc-preqents supply avaxlable to R(M and potc-ntiauy availablc tor Ui, mtports. Réfléctém '

Net demand by ROW; from Part B, line 22. Rcfl_écts adJu
hlgh prlce.,. (U) . ‘.i '

B n‘

.,tments for'war damagcs and consumer rez:ponse to antlcumi:ed

' %Y :

ines 26, 27,.and 28, . 'Ihe reliabillty catcgomes rnfe" td
“availability to the U.S, * Indian ‘supplies were. considered unreliable;: those . from Madagascar, ‘lurkey and South -
Africa were f ntrly reliable; the rest. ‘OF the supplics were. hxghly rehablﬂ. Note that suppues Erora Zinbnbwc,
Fxnland, Xran, and the ‘;ovxet nloc had already been ex’ luded 'in part Al (S) . L L=t

W'
'

'lhe sum’of hnes 14, 15, and 15. Uy R

: . v
oy

Bureau of Mmes oftlmates., ' "Norma'" refers to crpansxon oE :.,capacity in responsc to lm}hnr pnces and Qovernmant
‘quarantees. USCP is the extra U:S. supply which coulij ho qenerated under a “corcerted Pkogram” wherchy tho
bovernment marshal]@d extra resources to expanr‘ output m ‘a. apemfic mdustry _ (U) .

i

The balances from ROW m lincs 9 and 10 (U) e

These rcquirements were sct arbltrarily 'and w1]s. hc rc_placcd oy the domand re uirements generated from the study on
defense and cssential civilian requiro: ents. l!cre i:ol:al reqn'ircments were thu suns of external U.S, denand and
u.s, " normal" productmn. (U) S , - 13 R

.]‘ .A’ .‘,;» [

Ecr cntical requirement:s. L)

K

mot include supplies from war zones: {Finland, Iran, qOViQt ﬂloc) por from arcas sub]cct to 1nturn.=1 instability
(hnbabwa). See also 5/ above. (s). : _ o

halance {line 8) into its conmponénts by degree of rchaluuty. its use 1!&!{)1109 that RUW demand is satisfs.cd
proportmnally by the vamou'-z reliable counLriesp. 5ce also .z/.
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(1) Critique of the Task § Repori of the Stockpile Study:
Estimation of Forelgn Haterials Demand/Supply

(U) This International Materials Supply Group was delegated the task of
sdeveloping estimates of availabla imports by adjusting for lower demand

in war zones and for increases 4n cepacity in foreign producing nations
resulting from wartime pressures.” The task report exceeds fts task '
mandate by deriving stockpile goals from its novel methodology designed

g0 §ncorporate country political reliability and shipping losses &s -

well 2s availadle {mports froa foreign wartime demand and supply estimates.

- {u) The methodology daveloped by tha Treasury Department assumes that
‘the United States ia wartime will de able 2o {mport 100 percent of.
"excess” worlduide supplies of every stockpile comrodity. For aimost
311 stockpile commodities, the United States has neven baen adle to

- gven approach such a dominant import market share in either peacetime
or wartime. The study ignores United States materials exports in.
wartime despite our historic role of finished materials supplier to our

. wartime aliles. Wartime destruction and materials price increases
cperate to increase voxcess® worldwida supplies avaiiable to the United
States by reducing foreign but not United States materfals demands.

(u) On the other hand, United States materfals demands are aliowed to
grow according to United States wartiwe economic growth and materials
jntensive manufacturing sector shift requirements vhile similar nonwar
zone foreign growth is not permitted. Wartime foreign matertals®
demandz are constrained to 1980 levels before being cut further by the.
above war damage and price adjustmentS. ‘Unfted States wartime external
demands are assumed to grow 50 percent over 1980 levels for chromium,
in the only materials exarple shown using this methodclogy. Under the
study's methodology, stockpile goals would supply any United States .
materials supply shortfall still remaining after the United States
received 00 percent of residual worldwide supplies. As a consequence
all measurement, data, and conceptual errors in materials demand or

- supply anywnere in the world will ba registered iu this residual
difference of worldwide supply and demand, - _

(U) Since the United States is assumed to get 100 percent of this net -
supply figure, each supply or demand unil error will be directly .
reflected in the material's stockpile goal, This is an {nherent defect
of using a “residual methodology® for policy purposes and is exaggerated
by the apparently {nflated estimates of United States wartime {imports
caused by overestimating foretign supplies and underestimating foreign
demands. : ‘

(S) Foreign demand elasticities are assumed greater than the United
‘States elasticity (zero). There is ro justification for the assumption
that all forefgn countrias not rated for political reliability are of
highest relfability. The "residual methodology® in effect makes Indian
materials supplies available for United States wartime import despite
she country's political reliability finding by Task §'s group to the
contrary. Stockpile policy in the past, through concepts such as the
phantom tier, has attempted to isolate measurement, data, and conceptual
errors from policy areas such as the stockpile goals deternination.
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(U) This methodolow implicitly aszumes efficient worldwide wartime
- markets for each commodity in which there axists high materials demand
(but not sfhmuitanecus materials supply) sensidivity. 1f this war is ot
all similar 20 past world wars, materials ratloning, allocation orders,
. and othar forms of government and private nonprice allocation are likely
to be substituted for price rationing dy demand elasticities. Peacetime
_ worldwidz marksts are likely to be fragmented by regional trading
arrangemants, currancy blocs, bilateral trading agreements, exchange _
controls, and quantitative and qualitative trade and investment controls.
Excess supplies somewhere in the world in past wars did not {nevitably
flow to the Unfited States under thesa conditions, especially from R
countrias not maintaining current trade ralations with the United States.
Our allies apparently are basing thelr wartime ptanning on past wartime ‘
history rather than the assumption that efficient {nternational materials
‘nurkats_wili exist in wartime. The Defense Production Act, especially
jts title ] materfals allocations for defanse, and a host of contingent
wartime economic control and planning powers under exfsting United
-gtates legislation, make the same nonmarket assumption highly likely

- for tha United States.

{u) STOCKPILE GOALS should not be derived under free market assumptions
" not applied to other defense programsi ' o o
. (V) The math@doiogy-is-uat'consistent in its use of efficiant markets

and naterials prices to exciusively‘ciear'uartima materials markats.

The materials supply price does not equal the materials demand price.

Assumed rathar than erpirical pescetime\materials demand price. Assumed
. . _ rather than empirical peacetime materials demand elasticities are used
o ol tooallocate fixeg-wartime~suppl1es.giuart1me>structuta! change will. . . —.. -
' obsolete thesefaiasticities-based anfpeacatime‘1ncomes,frelative-pricesﬁ_ﬂﬁ_~“;:.f
sector activity distribution, and ample substitutes. Simyltanecus
wartime shortages of many metals substitutes tend to decrease demand
elaszicities. Country income and sector activity elasticities ¥or
nmtefials consumption may be-mozetimportant-than relative price
elasticities for allocating worldwide supplies. Higher fncome growth
and consequent materials demands are likely in nonwar zone foreign

suppliers than {n the wartime United.States,

(V) The balance of .payment and federal government deficits likely to
pesult from purchasing 100 percent of excess worldwide supplies of all
stockpile commodities at high wartime market prices are not indicated

by this reporte Perhaps thase countries will demand United States
materials and other exports rather than doliars in payment for their
exported materfalse They are:not likaiy‘zo_unilateraily practice
matsrials austerity in their own booming wartime economies in order to
maximize United States exports. Certainly such balance of payment and
government spending. effects were not fncluded in the United States
macroeconomic scenario. - : : :

(5) The 6 percent, 3 percent, and 1 percent shipping supply losses in
1984-86 were based on a *shipping comittee study® unavailable to FEMA.
These losses seem low corpared to past realizations. Hembers of this
.group assure us, without documentation, that ample shipping also is

available to ship to the Unfted States 100 percent of the excess wartime
supply of each stockpile commodity. Shipping also is assumed to be

- SFCRET
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- g0 export our goods O these. oosngries in payment. This United States
control of wargime free world shipping appaars to be the major control
point for United State3 CORCMANLD gver wartime allies, neutrals, and
noncombative advarsaries. Vet e nurmbar of UnitgdAStatesxregtstered
ships and merchant maring vesseis continues to declina. The supply
study, {7 it exists, should be widely distributed among'therbemand/Supp?y
group's members to:detarnina‘if'1ta-findings-can justify this heavy '
purden of persuasion and the snusual worldwide wartime context in which

_the group appears to be applying 413 findings. : -

(8} Tuis study uses Interior Department estimates of expanded wartime
materials production for all stockpile cormodities throughoul tha worlde
Despita long gestation lags recessary to increase metals capacity, DPA
“Tizle 111 and other prograss {estimated at over $126 billion) required to -
~ achieve Interior's forecasted expansion are not even in place in the United
States. Hetals capacity cutbacks hava been the 1980°s expertence in the
Unitad States and Europg. ‘Despite the fact that world ol production
has been cut 42 percent in this scenario and that many metals’ production:
and capacity expansionﬂprocesses'are energy intensive, metals production
 {s assumed to expand greatly throughsut the world for the 93 stockptle
materials. Llarge amcunts of energy will also be required to expand all

aa@ufaciurimg‘industr1es supporting the war economy throughout the free

world. Assuming the United States has the control mechanisms To enforce .

a uoridwide allocation of enerqy supplies by industry and,caulﬁwﬁffaamtvwly~'
distribute energy to minerals producing countries, FEMA is concerned there
nay neh de nearly snough free world oil svallable to expand the entire
Afraewwﬁrld‘fndustrial base,@szweﬂlwss-mezals.productian,. Wartime 61
shortages are critical, since national energy deficits ara almost
antirely o¥fset by oil imports. '
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"UNCLASSIFIED with
""SECRET Attachments

- MEMORANDUM FOR

‘MR. CHARLES HILL
-Executive Secretary
Department of State

MR. CHRISTOPHER HICKS .
Executive Secretary
-Department of the Treasury

-COL, JOHEN STANFORD
Executive Secretary
Department of Defense

MR. RICHARD MORRIS
Executive Assistant to

the Secretary
Department of the Interior

M&. HELEN RCBBINS
Executive Assistant to
the Secretary

Department of Commerce

MR. WILLIAM VITALE
Executive Secretary
Department of Energy

"MR. ALTON KEEL

Associate Director for
National Security and
International Affairs

Office of Management and Budget

. ‘ NATIONAL SECURITY TOUNCIL
: WASHIRIGTON, D.C. 20508

H

,gc/\fc’t i5 Mfuc b
Executive Ragistry

(e 2007

March 12, 1984

_4/”

A&R THOMAS B. CORMACK
Executive Secretary
Central Intelligence Agency

MS., JUDY JOHNSTON
Director of Administration
Office of Policy Development

MR. WILLIAM NISKANEN
Member, President's Council
of Economic Advisors

BRIG. GENERAL GEORGE A. JOULWAN
Executive Assistant to the Chairman
Joint Chiefs of Staff

MR. GERALD CARMEN
Administrator
General Services Admlnlstratlon

MR. LOUIS O. GIUFFRIDA
Director, Federal Emergency
Management Agency

MR. CHARLES SIEGMAN
Assoclate Directos
Federal Reserve Bcard

MR. FRED J. VILLELLA
Secretariat, Emergency Management
Preparedness Board

SUBJECT: ©National Defense Stockpile Goals Review

Attached are copies of the draft reports of the Macroeconomic,
‘Materials Demand and Energy Working Groups for review and comment by
your agency. Please circulate these to concerned officials within your
agency and provide one set of comments on these reports under the
signature of an Assistant Secretary-level official to Richard Levine of
the NSC staff not later than Thursday, March 15.

UNCLASSIFIED with
SECRET Attachments
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The Steering Group will hold a meeting at 11:00 a.m. on Tuesday, March

| 20 in Room 208 of the 0ld Executive Office Building. Please provide

~the name of your agency's representative to Cathy Connolly on 3%5-7350
by 4:00 p.m. on Monday, March 19 so that we can arrange clearance into
the building. '

Tt Lo X
Robert M.‘'Kimmitt
Executive Secretary

- Attachments . '
TAB A Macroeconomic Working Group draft report
TAB B Materials Demand Working Group draft report

- TAB C Energy Working Group draft report

UNCLASSIFIED. with
SECRET Attachments
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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

Lt oM, 1744

"MARCH 13, 1984 | . Executive 'Régistry‘

g (2490

SECRET

" MEMORANDUM FOR

‘MR. CHARLES HILL  MR. THOMAS B. CORMACK

Executive Secretary ’ ~ Executive Secretary '
Department of State . Central Intelligence Agency

MR. CHRISTOPHER HICKS ' MS. JUDY JOHNSTON

‘Executive Secretary ' Director of Administration
Department of the Treasury - Office of Eolicy_Development
COL. JOHN STANFORD - MR. WILLIAM NISKANEN ,
BExecutive Secretary = - = ~ Member, President's Council
Department of Defense : - of Economic Advisors .

MR. RICHARD M()RliIS A BRIG. GENERAL GEORGE A. JOULWAN
Executive Assistant to . . Executive Assistant to the Chairman
the Secretary - Joint Chiefs of Staff

Department of the Interior
- " MR. GERALD CARMEN
MS. HELEN ROBBINS -~ '°° =777 B Administrator , :

Executive: Assistant to ’ General Services Administration
the Secretary - ’ »

Department of Commerce MR. LOUIS O. GIUFFRIDA - .
, Director, Federal Emergency :

MR. WILLTIAM VITALE Management Agency

Executive Secretary :

Department of Energy ‘ MR. CHARLES SIEGMAN

‘ Associate Director

MR. ALTON KEEL Federal Reserve Board

Associate Director for . .~ .

National Security and MR. FRED J. VILLELLA
International Affairs Secretariat, Emergency Mobilization

Office of Management and Budget Preparedness Board
SUBJECT: Completion of NSC Stockpile Goals Review (U)

The NSC Stockpile Goals Review needs to be completed by April 30.
Interagency efforts should be accelerated to meet this date. A number
of questions have been raised by various agencies regarding working
group reports. In future, the following process will be used: (S)

Step 1. Working Group Chairmen will provide their reports to the NSC

Chairman (Richard Levine--395-7351) following the attached schedule
(Tab A). - (U) : _

SECRET e
DECLASSIFY ON: OADR b FC R ET
Gavame '
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Step 2. The NSC Study Chairman will transmit the report to each
agency's Executive Secretariat. It will be the responsibility of each
agency's Executive Secretariat to forward reports to agency steering
group representatives. (U) o

‘Step 3. Each agency shall provide to Mr. Levine one set of comments,
at the Assistant Secretary-level or higher, on the report and a
~ position regarding the report's recommendations. ' (U)

Step 4. The NSC Study Chairman will then schedule a meeting through

- each agency's Executive Secretariat to discuss working group reports

- and agency comments. . Resolution of agency differences will occur
within the NSC system. This process will be aided by a Deputy o
Assistant to the President for National Security Affairs bringing =
together senior representatives from concerned agencies to work through
probiems as appropriate. Following this process, minutes will be
transmitted. (S) ' .

The completion date of April 30 is demanding. Priority attention of
all concerned agencies is crucial. (S) '

¢ o e e e o RM . ‘ B
- | Robert M. Fimmitt
Executive Secretary -

Attachment | .
TAB A - Study schedule and flow chart

SECRET
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NSC S’IYI.'.KPILE GOALS STUDY-~-CURRENT ﬂmm

Working Group Report

(1)

Completed; Sent to-

NS¢ Chrm. and Circu-

lated to Steering :

Steering Group Merber
(Agency} Formal

(2)

(3)

_Conments to NSC Study Steermg Group

"Chrm. and Working

Meeting to Review NSC Review and

0
4

t )
D
Jot
N

()

Study Task/Agency

v War Sc_enariO--o-.o.-uo-o‘ot.;c.'occc"ocoooba.o

Minerals Supply..a............DOI—Mbrgan
Political Reliability.........CIA==Ernst

DOD EXpenditures. ... .se ... .D0D--Donnelly
Energy Supply/Demand/Price....NSC--Levine ,
Macroeconomic Projections.... .CEA-—Ahderson
a. Macroeconomic ijections/Assninptions....
b. Input/Output Table onjecticns.....;.....
U.S. Minerals Demand..........Caurerce~~Farb
a. MethodologY.ceeeessvesscecssesccssnsancas

b Estmms--.'.co-.o.oo'tl"cotolt'-ln-ott

Slﬁi:ping loss Estimates.......0MB--Gessaman
International Demand/Supply. . .Treasury—Gale
a. ..,Mathodology......_................‘........
b, EstimatesS....ececeecsvccscersoesssccvacss
WWII Assessment..,............’DOI—-Mdrgan

Final REPOrt and Recarmendat+isnc

4§

LY

% g‘"*.*»

2

SELEERY

Group Mambers Group Chim. chmrents De:x.sioﬂ
Cbmpleﬁe: Scenari]
Chosen 8/30/83
1/22/84 - 2/17/84 3/14/84 3/16/84
1/26/84 3/2/84 3/14/84 3/16/84
2/22/84 Complete - Conplete Camplete {2/22/
3/9/84 ; '3/15/54 3/20/84 3/21/84
3/9/84 § 3)15/84 3/20/84 3/21/84
3/30/84 é 4/5/84 4/10/84 4/11/84
3/9/84 3/15/84 3/20/84 . 3/21/84
4/6/84 - 4/12/84 ~ 4/17/84 4/18/84
(Existing) :
3/16/84 g 3/22/84 -3/27/84 3/28/84
3/16/84 - 3/22/84 3/27/84 3/23/84
4/13/84 ! 4/19/84 4/24/84 4/25/84
1/84 3/2/84 2/17/84
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NSC STOCKPILE GUALS STUDY ‘!.,B@
Study Chal.man R:chard B. Levifte

Mmerais Supply
3/16/84 to be compieted

Political Reliability
3/16/84 to be completed

. v . Intcrnatmna! A
i . Macro Minerals Final Report
‘War Scenario Dggzzpe"d:t"?s .| Projections ki Demand | Sup%ly!/ Demand and
8/30/83 completed complete | anusatobe 4/18/84 to be a:ance Recommenda-
: \ 4/25/84 to be : : :
completed completed tions
: tomplete_d
Energy Supply/Demand / Y
3/21/84 to be completed WW I
' Comparsion’
'f 3/2/84 completed
s | Shipping Loss Assessment
' 3/28/84 to be completed
*  Asnoted there Is 8 degrea of concurrency in working group reporis, This will ke rc&ilﬁn s ted. Masch 1984
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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20508

- SECRET
-MEMORANDUM FOR

"MR. CHARLES HILI; ’ MR. THOMAS B. CORMACK

-Executive Secretary Executive Secretary
‘Department of State Central Intelligence Agdgency
- MR. CHRISTOPHER HICKS -~ MS. JUDY JOHNSTON
. .Executive Secretary _ - - Director of Administration
Department of the Treasury : Office of Policy Development
COL. JOHN STANFORD _ MR. WILLIAM NISKANEN ‘

- Executive Secretary o Member, President's Council
Department of Defense , of Economic Advisors = .. )
- MR. RICHARD MORRIS - 'BRIG. GENERAL GEORGE A. JOULWAN _
' Executive Assistant to Executive Assistant to the Chairman -

the Secretary - Joint Chiefs of Staff

- Departinent of the Interior

“MR. GERALD CARMEN

- MS. HELEN ROBBINS o Adninistrator

Executive Assistant to _ General Services Administration
the Sezcretary ' : :

Department of Commerce '~ <MR. LOUIS O. GIUFFRIDA

- " . ‘Director, Federal Emergency
MR, WILLIAM VITALE : Management Agency
Executive Secretary .
Department of Energy MR. CHARLES SIEGMAN
.Associate Director

MR. ALTON KEEL Federal® Reserve Board
Associate Director for - _

National Security and : : MR. FRED J. VILLELLA _
‘International Affairs : Secretariat, Emergency Management
Office of Management and Budget Preparedness. Board

SUBJECT: Stockpile Steering Group Meetings--February 1 and 24, 1984

(V)

The reports of the working groups on Domestic and International
Materials Capacity and Political Reliability were reviewed and approved
as follows: () .

Domestic and.International Materials Caﬁacity

o Domestic--The capacity estimates, including expansions under the
"econcerted programs," were adopted as the domestic supply
estimates for civilian and military requirements. Once mineral
demand estimates are available, a determination will be made as to
what extent the concerted program expansions are needed. Once

SECRET gf‘g;i(:;%:%{;?ﬁf
Declassify on: OADR i
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this determination is made, the concerted program will be reviewed
to determine whether ‘the portion needed can be achieved
simultaneously and to what extent prioritization of programs is
required. The final report of the Working Group will contain an
elaboration of the assumptions underlying the projections. (S)

i) International--The capacity estimates will be adopted as the
supply estimates for military and civilian requirements. These
estimates will be adjusted for political reliability, shipping
losses, international trade flows, and wartime materials demands
of other nations in the supply/demand balancing equations being
developed by the Treasury-led Working Group. (S}

: Polltvcal Rellablllty

The recommuendations of the CIA/DIA/State intelligence communlty Working
~Group will be adopted pending p0551b1e substantive interagency comment,
" whi¢ch will also be considered in the Study's final report. (S)

o Category 1 nations (hlghly lellable)w—would be rellcd upon for
cmilicary and 1V1?¢an tler neeads. (S)
o Category 2 nations (falriy rellable)——would be relied upon only

for c;vxllan tlerﬂ‘ naedg. (S)

pry 3 matiorns (unrellablp)-—would not be relled upon for any

o] Categ
' nee ds (S)

1

World War II Comparison ' . .

In a follow-on Steering Group meeting, the group apptoved John Morgan's
study for incorporation into the final report. (U)

Ralwirt Lo it

Robert M. Kimmitt
Executive Secretary

o SECRET
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"MEMORANDUM

- NATI ONAL SECURITY COUNCIL

March 12, 1984

SECRET ATTACHMEN TS

. ACTION

MEMORANDUM FOR ROBERT M. KIMMITT

- FROM: "RICHARD LEVINE% | - a%

SUBJECT: ©  Completion of NSC Stockpile Study

Attached»at7Tab I, please find a memo from you to the

- 2gencies requesting their cooperation in completing the

-stockpile study by April 30. This intensified effort is

' necessary in order to serve our needs in the machine tools

232 case. After a week long discussion with Don Fortier on
his possible role in bringing .together senior-level agency

~officials to complete this study, Don and I agreed to leave

the reference to Deputy Assistant to the President for
Natiomal Security Affairs participation vague. This would be
so that you, Don or the Admiral could chair such meetings (a
total of four are expected over the next two months). This

~will allow everyone concerned greater flexibility.

‘Attached at Tab II is a memo from you to the agencies
recounting the interagency-cleared minutes of the last two
steering group meetings.

RECOMMENDATION

That youvsigh the memos to the agencies at Tabs I and II.

. Approve __ ~¥L Disapprove

Attachments
TAB I Memo to the agencies

.TAB A Study schedule and flow chart
TAB II Memo on steering group minutes

SECRET _ ATTACHMENTS
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; i e=  NATIONAL SECURITY COUNTIL '
P rm et e WASIHIRGTON, DG 30308 e o .
| T =% anvary 1741984 e | Executive Registry
, B o
umomug& FOR T 18- Yo
" MR. CHARLES HTLL ~. - - MR, THOMAS B. CORMACK |
. Executxve*Secrwtawy . ¥ . Executive Sacretary _ -
Depattment of ! tame‘ - f—~»gw;~*~ Central Intelllgence Agency - -
. . _ R ST
MR. CﬂRIS'l‘O?BB!R H[CK$ o _,___HS. JUDY JOHNSTON i
;. Executivel'Secrgtary | T I “~Directot of Adminigtration ~
s Department o£ ‘the - Trqasuxy"» . ffice of Policy Dgvelcpment

l — el o
COL... JOBN' STAN!PORD - JR._WILLIAH NI
. Executive: 89cr¢ta;y - ———--—"Member, President’
a Department of—pefensm. ot rff““ iof Economic Advisdrs

- "MR. RICHARD MORRISZ -
-Executive!hssimtant 10
the Secretary .. L
Department of mhe Int,e*xor
e PR, -~ MR. GBRALD CARMEN
us. BBLEN ROBB!NS.“-M:TTf“;“.uu__,Administrator e o
A-AExecutive:Assiptamt %a Tl General Servxces Administration
- the Secretary - Shm ,:* : L
Department of «::omuezq;e R pia. LOUIS 0. GIUFFHIDA
g s -~ fjirector, Pederal Emergency
MR. WILLIAR VITALﬁ'"‘“Q “”ff* Management Agency —

Executive Sacrptafgy ¢~ m - Jn
Department of Bne;gy R CHARLES SIEGHAh
" Asgociate Director

Joint Chiefs of St

| MR. ALTON KEEL S y*rt ?edetal Reserve Bogrd -
Assocxate Director . for . T - '
tional Security amd -~ - - ~MR. ‘FRED J. VILLELIA _
InternationiI‘AfEalvs ““““““““““““ - T Secretariat, Eme'géncy Management -

 Office of Hanagempnf‘and Budget ““"Prepazedneas Board

-

4 S — S S ) R
SUBJBCT° §Stoc$p1;e ytudy cOmpletioyb. ‘

)

1t is our desire to_gomplete the HSC tockpile Goals Study'b?,Mafch'
- 1984 for preseptat;on to the<full and then the N.C. ‘

.Attached’ia the compuetzon schednle'of ontstanding wouking group taaks,
distribution dates tq~all agencies, and the dates of éteerinq group |
-meet;nga. _

P . a |
Agency partxcipat;on at the_fonr steering group meetngs should
- continue to be at th¢ Assistant Secretary level, plusione.  Richard.
Levine of_the NSC Stﬂfi_(395ﬁ7351) will handle overall coardingtion-

for thesq meetings. mw'__m = . —
3 g 3 l!__;:;: - T.:j'_""i"" ?“_::_t: T _:— - B «
T Bt A
|- -=. . . = 7. Robert M. Kimmitt
itfszgf Llstrﬁiff:sgﬁfetarxwg — 11152232%

Attaohmng-—-—._._,_w,‘ o : Sy :
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Task

Political - ..
Reliability - .-

 Domestic and
" Internationa.
Materxals

econonetric
Projections
Frojectlend

'Domestic
- Materials
Demand

Méter;ala
* 'Balance
. Stockpi
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f o ' Di%tribution
: | Date to Steering

_ w,prking Gronp
”Tr: Chaxrman

(CIAJ

Kﬂaien_Céler
(Freasury)..-

e ,;o,,-

"(F“rlce Brase -} oo

| Eﬁﬁr;5
’ {subject to change) .

Group HewbersgH

Jaauary 28 .

- Jannary 26

A

e et

wOrxing Group Cmairman are- to-be responsibla for
:hn;r studies tq}all steering grcup members. v

b o = -
i TN
-t

Steering Grougp
Meeting Date

Pabruary 1}
Pebruary 1
. Pabruoary 1

: rebrnaiyjllew

?'Pabrbary 1$:; 7:ﬁ;

the diatiibntion of
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